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SBA'S  EFFORTS  TO  STREAMLINE  SIZE 
STANDARDS 


TUESDAY,  MAY  25,  1993 

House  of  Representatives, 
Subcommittee  on  Minority  Enterprise, 

Finance,  and  Urban  Development, 

Committee  on  Small  Business, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:15  a.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  Kweisi  Mfume 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Mfume.  Ladies  and  gentlemen,  good  morning.  The 
Subcommittee  on  Minority  Enterprise,  Finance,  and  Urban  Devel- 
opment will  come  to  order.  My  apologies  for  my  late  arrival  to  all 
three  of  the  panels  that  will  be  here  today.  Circumstances  beyond 
my  control  prohibited  me  from  getting  here  any  earlier. 

Let  me  note  also  for  the  record  that  Members  Velazquez  of  New 
York,  Hilliard  of  Alabama,  Roybal-Allard  of  California,  Fields  of 
Louisiana,  and  Tucker  of  California  are  not  here  this  morning  be- 
cause of  a  meeting  at  the  White  House  with  the  President  for 
Members  of  the  freshman  class. 

Having  said  that,  let  me  begin  by  saying  that  the  Subcommittee 
on  Minority  Enterprise,  Finance,  and  Urban  Development  will  seek 
to  examine  today  the  utility  of  a  proposed  rule  issued  by  the  pre- 
ceding administrator  of  the  Small  Business  Administration  de- 
signed to  streamline  its  size  standards  table  for  small  businesses  el- 
igible for  SBA's  assistance  programs. 

To  put  the  size  standard  issue  in  perspective,  I  am  compelled  to 
visit,  for  just  a  moment,  the  enacting  statute  that  established  the 
underlying  policy.  As  some  of  you  know,  the  Small  Business  Act  of 
1958,  as  amended,  defines  a  small  business  as  a  concern  which  is 
independently  owned  and  operated,  and  which  is  not  dominant  in 
its  field  of  operation.  In  addition  to  this  criteria,  SBA's  administra- 
tor is  authorized  to  establish  a  detailed  definition  of  small  business, 
using  criteria  such  as  the  number  of  employees  and  the  dollar 
volume  of  the  business.  Where  the  number  of  employees  is  used  as 
one  of  the  criteria,  the  statute  then  requires  that  the  maximum 
number  shall  vary  from  industry  to  industry  to  the  extent  neces- 
sary to  reflect  the  differing  characteristics  of  such  industries  and  to 
take  into  proper  account  other  relevant  factors. 

For  purposes  of  SBA's  8(a)  procurements,  the  Department  of  De- 
fense small  business  or  small  disadvantaged  business  procure- 
ments, and  the  Government-wide  small  business  set-asides,  size 
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standards  are  rules  developed  by  the  SBA  that  establish  the  maxi- 
mum number  of  employees  and  the  maximum  dollar  volume  that  a 
business  may  have  to  maintain  its  existing  small  business  status. 

It  should  be  noted  that  size  standards  for  certain  industries  have 
either  been  established  by  statute  or  prohibited  by  statute  from 
change  until  September  30  of  this  year.  The  size  standard  changes 
proposed  by  the  prior  SBA  Administrator  would  have  essentially 
compressed  the  current  system  of  30  size  standard  levels  to  9  while 
adjusting  for  inflation. 

SBA  characterizes  the  various  industries  by  use  of  a  standard  in- 
dustrial classification  or  "SIC"  code.  In  its  announcement  pub- 
lished in  December  of  last  year,  in  fact  the  last  day  of  last  year,  in 
the  Federal  Register,  the  SBA  indicated  that  by  reducing  the 
number  of  fixed-size  standard  levels,  it  would  lessen  confusion  and, 
to  use  their  term,  "needless  complication"  and,  therefore,  make  it 
easier  for  business  to  know  which  size  standard  applies  to  it. 

For  purposes  of  the  8(a)  Program,  it  was  estimated  that  about 
10,400  firms  would  gain  small  business  eligibility  pursuant  to  the 
proposed  streamlining  of  receipt-based  size  standards  and  inflation 
adjustments. 

Although  SBA's  proposed  rule  was  subsequently  withdrawn, 
there  are  indications  that  it  will  be  resubmitted  in  one  form  or  an- 
other. This  subcommittee  and  this  Congress  has  an  obligation, 
therefore,  to  insist  that  a  rational  basis  be  clearly  demonstrated  by 
the  SBA  for  setting  that  standard  or  for  changing  size  standards  in 
order  that  we  might  be  able  to  achieve  an  equitable  distribution  of 
benefits  through  these  assistance  programs. 

Many  of  us  believe  that  the  need  to  balance  and  to  promote  new 
markets  and  new  market  entrance  by  providing  opportunities  for 
growth  and  development  are  essential.  By  convening  this  hearing, 
this  subcommittee  endeavors  to  provide  the  Congress  and  SBA  with 
an  industry  perspective  on  the  cumulative  effect  of  the  proposed 
size  standard  changes  on  competition,  graduation,  and  related 
issues,  as  well  as  alternatives  that  may  have  not  been  considered. 

The  subcommittee  is  pleased  to  welcome  the  industry  representa- 
tives that  have  been  invited  here  to  comment  on  what  they  per- 
ceive as  the  potential  impact  of  the  proposed  size  standard  changes 
on  business  opportunities  within  their  respective  industries.  Our 
industry  witnesses  were  asked  to  suggest  alternatives,  if  appropri- 
ate, to  the  proposed  size  standard  changes  that  they  believe  would 
improve  the  development  of  8(a)  companies. 

I  am  particularly  proud  to  note  that  one  of  the  witnesses  we  wel- 
come today  is  no  stranger  to  this  process  nor  to  this  hearing  room. 
He  continues  to  be  a  formidable  advocate  on  behalf  of  the  minority 
business  enterprises  throughout  the  Nation  and  is  formerly  chair- 
man of  the  House  Small  Business  Committee.  I  am  speaking  of  the 
Honorable  Parren  J.  Mitchell. 

Our  first  panel,  which  we  are  pleased  to  welcome,  will  have 
SBA's  newly  confirmed  administrator,  Erskine  Bowles,  to  share 
with  the  subcommittee  his  impressions  of  the  proposed  size  stand- 
ard changes,  and  whether  they  will,  in  fact,  be  resubmitted. 

In  our  letter  of  invitation  to  Mr.  Bowles,  we  also  asked  him  to 
share  his  thoughts  on  the  potential  impacts  of  these  changes  on 


8(a)  firm  participation  in  the  SBA's  assistance  programs  and  pro- 
curement opportunities. 

I  am  aware,  as  are  other  members  of  this  subcommittee,  of  Mr. 
Bowles'  short  tenure  in  his  new  position  and  would  not  at  this  time 
want  to  make  his  appearance  unduly  stressful.  I  would,  therefore, 
encourage  other  members  of  the  subcommittee  to  be  mindful  that 
the  proposed  rule  change  we  discuss  today  may  or  may  not  be  one 
that  Mr.  Bowles  would  advance. 

Given  the  long  history  that  accompanies  these  issues,  we  are 
pleased  to  welcome  Ms.  Jan  Wolfe,  Acting  Assistant  Deputy  Ad- 
ministrator. I  understand  Ms.  Wolfe  will  be  able  to  provide  the  sub- 
committee with  an  experienced  SBA  perspective  that  perhaps  Mr. 
Bowles  has  not  had  an  opportunity  to  develop  because  of  his  very 
short  tenure  at  that  agency. 

[Chairman  Mfume's  statement  may  be  found  in  the  appendix.] 

Chairman  Mfume.  Given  the  number  of  witnesses  today,  I  would 
have  invoked,  Mr.  Machtley,  the  5-minute  rule  but  considering  the 
fact  that  you  and  I  are  the  only  ones  here,  I  think  we  can  hold  our- 
selves to  it. 

At  this  time  I  would  like  to  yield  to  the  distinguished  gentleman 
from  Rhode  Island,  Ron  Machtley,  the  ranking  minority  member, 
for  opening  remarks,  after  which  we  will  hear  from  the  other 
Members,  if  they  arrive,  who  may  have  opening  statements.  Those 
opening  statements,  without  objection,  will  be  submitted  for  the 
record. 

Mr.  Machtley.  Thank  you  very  much,  Mr.  Chairman. 

I,  too,  would  like  to  welcome  the  new  administrator.  I  have  heard 
many  good  things  and  look  forward  to  working  with  you  as  the  Ad- 
ministrator of  the  Small  Business  Administration. 

As  the  chairman  has  indicated,  in  1958  Congress  authorized  the 
Administrator  of  the  Small  Business  Administration  to  establish 
industry  specific  criteria  that  could  be  used  to  identify  small  busi- 
nesses that  are  eligible  for  SBA  Programs,  procurement  set-asides, 
and  regulatory  exemptions.  These  criteria  either  measure  the  SBA 
Programs  based  on  number  of  employees  within  applicable  firms, 
or  measure  companies  based  on  SIC  codes,  or  standard  identifica- 
tion classification  codes,  which  have  set  up  approximately  1,000 
various  classifications. 

It  is  my  understanding  that  last  year  the  Bush  administration 
chose  to  streamline  the  size  standards  from  30  numerical  levels  to 
9,  and  to  adjust  receipts-based  size  standards  to  inflation  in  order 
to  restore  small  business  eligibility  to  firms  which  lost  their  eligi- 
bility due  to  inflation  or  growth  in  size. 

It  is  also  my  understanding  that  last  March,  the  current  admin- 
istration pulled  these  proposed  changes  for  further  review. 

This  committee  wants  to  ensure  that  we  are  not  putting  in  a  ceil- 
ing that  will  cause  minority  and  other  small,  disadvantaged  firms 
now  able  to  obtain  8(a)  status,  to  lose  this  important  status.  Be- 
cause of  the  importance  of  size  standards  to  small  firms,  it  is  very 
difficult  to  draw  defining  lines  because  the  programs  are  always 
changing,  as  are  the  companies.  Specifically,  the  inflation  indexing 
is  one  issue  that  I  think  ought  to  be  addressed  as  a  way  of  making 
sure  that  small  businesses  that  are  moving  along  are  not  stymied 
in  their  continued  growth  because  of  their  success  and  health. 


I  look  forward  to  the  testimony  today  and  look  forward  to  work- 
ing with  Mr.  Bowles  on  this  issue  because,  as  we  all  know,  SBA 
size  standards  are  what  makes  small  business  eligible  for  loan 
guarantees  and  bid  preferences  in  the  8(a)  Program,  and  other  pro- 
grams. 

So,  I  look  forward  to  hearing  the  testimony  today. 

Thank  you. 

Chairman  Mfume.  Thank  you  very  much,  Mr.  Machtley. 

Mr.  Bowles,  why  don't  you  proceed? 

ERSKINE  B.  BOWLES,  ADMINISTRATOR,  SMALL  BUSINESS  ADMIN- 
ISTRATION, ACCOMPANIED  BY  JANICE  E.  WOLFE,  ACTING  AS- 
SOCIATE DEPUTY  ADMINISTRATOR  FOR  FINANCE,  INVEST- 
MENT, AND  PROCUREMENT,  AND  JUDITH  A.  WATTS,  ASSOCIATE 
ADMINISTRATOR  FOR  MINORITY  SMALL  BUSINESS  AND  CAP- 
ITAL OWNERSHIP  DEVELOPMENT 

Mr.  Bowles.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  and  members  of  the  committee,  thank  you  for  the 
opportunity  to  appear  before  you  today. 

As  you  said,  I  am  accompanied  by  Janice  Wolfe,  who  is  Acting 
Associate  Deputy  Administrator  for  Finance,  Investment,  and  Pro- 
curement, and  by  Judith  Watts,  Associate  Administrator  for  Minor- 
ity Small  Business  and  Capital  Ownership  Development. 

I  would  like  to  begin  by  just  expressing  to  you  the  excitement  I 
have  to  serve  as  the  new  Administrator  of  the  SBA.  This  job  truly 
does  give  me  that  unique  opportunity  to  both  serve  my  country  and 
at  the  same  time  utilize  the  business  skills  I  have  worked  so  long 
and  hard  to  develop  over  the  last  24  years.  I  would  like  to  briefly 
describe  to  you,  to  give  you  an  overview  of  my  vision  for  the  SBA 
and  then  talk  a  little  bit  about  what  we  hope  to  accomplish. 

Briefly,  my  vision  for  the  SBA  reflects  President  Clinton's  vision 
for  small  business.  This  President  fully  understands  the  absolutely 
critical  role  that  small  business  plays  in  our  economy.  Let  there  be 
no  question  in  your  mind  that  President  Clinton  is  deterrnined  to 
do  whatever  is  necessary  to  help  small  business  create  the  jobs  this 
economy  must  have  to  move  forward  once  more. 

President  Clinton  has  set  four  priorities  for  me  at  the  Small 
Business  Administration.  I  want  you  to  know  what  they  are  be- 
cause I  want  to  be  held  accountable. 

First,  we  must  do  our  part  to  end  the  credit  crunch.  We  must 
find  a  way  to  free  up  capital  for  investment  in  small  businesses. 
Small  businesses  are  starved  for  capital.  You  know  it.  I  know  it. 
The  President  knows  it. 

I  believe  that  President  Clinton  has  already  taken  a  giant  step 
forward  in  this  regard  by  removing  the  unnecessary  and  burden- 
some restrictions  on  banks  that  prevented  them  from  making  char- 
acter loans,  but  we  must  do  more.  Small  businesses  cannot  flow 
and  cannot  create  jobs  without  capital.  It  is  as  simple  as  that,  and 
with  your  help  we  are  going  to  do  something  about  it. 

Second,  we  must  get  rid  of  the  unnecessary  paperwork  and  bu- 
reaucratic regulations  that  inhibit  the  growth  and  productivity  of 
small  businesses.  Government  regulations  have  a  disproportionate- 
ly adverse  effect  on  small  businesses.  The  President  wants  me  to 


attack  this  issue  head  on,  and  I  am  absolutely  committed  to  doing 
just  that. 

Third,  we  must  restructure,  reorganize,  and  reinvigorate  the 
SBA  so  that  it  operates  in  a  more  efficient,  effective  manner,  and 
truly  serves  our  customers — the  owners  of  small  businesses 
throughout  this  country. 

Finally,  the  President  wants  the  SBA  to  serve  as  his  eyes  and 
ears  in  the  small  business  community.  I  promise  you  that  the  SBA 
will  be  just  that.  We  will  serve  as  the  President's  listening  post, 
hearing  the  concerns  and  ideas  of  small  business.  In  turn,  I  will 
report  those  concerns  directly  to  the  President,  thereby  insuring 
that  small  business  has  a  place  at  the  economic  table  in  the  Clin- 
ton administration. 

I  think,  as  you  can  see,  my  vision  for  the  SBA  reflects  my  busi- 
ness background.  It  reflects  a  leaner,  more  efficient,  more  effective 
organization  that  is  focused — focused  on  meeting  the  needs  of  small 
business.  My  vision  also  reflects  an  organization  that  champions, 
and  I  want  to  stress  that  word,  champions  the  needs  of  small  busi- 
ness at  the  highest  levels  of  Government,  insuring  that  small  busi- 
ness has  a  place  at  the  economic  table. 

I  find  it  interesting  that  one  of  the  first  opportunities  I  have  to 
appear  before  Congress  is  on  the  issue  of  size  and  how  it  affects 
small  business.  Size  is  truly  one  of  the  most  complicated  issues  con- 
cerning small  business.  It  affects  small  businesses'  ability  to  access 
programs  at  the  SBA,  as  well  as  their  opportunities  to  bid  on  pro- 
curements with  the  Federal  Government  that  are  reserved  for 
small  business  competition. 

People  are  constantly  asking  me  since  I  took  this  job  what  is  a 
small  business?  Frankly,  Mr.  Chairman,  I  haven't  found  any  two 
people  in  Washington  or  anywhere  else  that  give  the  same  answer 
to  that  very  simple  question. 

The  size  standards  currently  in  place  at  the  SBA  are  complicat- 
ed, to  say  the  least.  They  are  clearly  not  user  friendly.  Our  custom- 
ers, the  owners  of  small  businesses,  struggle  to  understand  them  so 
they  can  determine  if  their  business  qualifies  for  loans  and  con- 
tracts. 

What  I  hope  to  do  today  is  explain  very  briefly  what  I  under- 
stand happened  during  the  closing  months  of  the  Bush  administra- 
tion with  regard  to  size  standards  and  where  the  SBA  is  in  develop- 
ing size  standard  policy. 

On  December  31,  1992,  the  SBA  published  two  major  revisions  to 
its  size  standards  in  the  Federal  Register.  The  first  revision  estab- 
lished an  alternate  size  standard  for  the  SBA  7(a)  Program.  A  busi- 
ness qualifies  as  eligible  for  the  7(a)  Program  if  it  meets  the  SBA's 
industry  size  standard  for  its  primary  SIC  code  or  industry. 

Or  alternatively,  it  meets  the  alternate  size  standard  of  $2  mil- 
lion or  less  in  net  income  and  $6  million  or  less  in  net  worth.  The 
second  revision  reduced  the  current  system  of  30  size  standard 
levels  to  9  as  you  said,  Mr.  Chairman.  The  proposed  levels  were 
100,  500,  750,  1,000,  and  1,500  employees;  and  $5  million,  $10  mil- 
lion, $18  million,  and  $24  million  in  annual  receipts  or  revenues,  as 
I  am  used  to  calling  them. 

These  revenue  levels  also  include  an  adjustment  of  43  percent  for 
inflation  which  has  occurred  since  1984.  These  proposed  size  stand- 
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ard  changes  were  withdrawn  on  February  19,  and  on  March  4  of 
this  year  to  allow  the  Clinton  administration  an  opportunity  to 
review  them.  Before  I  make  a  recommendation  to  you,  let  me  brief- 
ly discuss  the  effect  these  requested  changes  have  on  8(a)  participa- 
tion. 

First,  on  the  positive  side,  I  believe  that  the  proposed  higher  size 
standards  would  allow  larger  size  procurements  to  be  offered  for 
small  businesses,  small  disadvantaged  businesses,  and  8(a)  set- 
asides  for  larger  8(a)  firms.  This  means  that  some  firms,  which 
have  exceeded,  or  will  soon  exceed,  the  size  standard  for  one  or 
more  SIC  codes,  will  be  able  to  generate  additional  revenue  without 
risking  graduation  based  on  size. 

On  the  negative  side,  I  remain  particularly  concerned  about  the 
smaller  8(a)  firms  which  might  be  adversely  impacted  by  having  to 
market  and  compete  against  even  larger,  more  established  firms 
and  that  does  give  me  great  personal  concern. 

Based  on  the  information  we  currently  have  at  the  SBA,  our 
agency  believes  that  the  higher  size  standards  would  likely  gener- 
ate only  a  minimal  increase  in  applicants  for  8(a)  certification.  This 
is  based  on  our  understanding  that  most  applicants  for  the  pro- 
gram are  relatively  young  firms  with  revenues  under  $1  million 
and  fewer  than  50  employees.  This  is  well  below  present  or  antici- 
pated size  standard  levels. 

Because  my  confirmation  as  Administrator  of  the  SBA  was  only 
a  short  time  ago,  I  have  not  had  time  to  review  the  public  com- 
ments or  discuss  the  implication  of  these  size  standard  changes 
with  all  of  the  SBA's  Program  offices,  which  I  assure  you  I  will  do. 

I  am  taking  the  opportunity  to  thoroughly  review  size  standard 
issues  and  to  assess  what  is  best  for  our  customers.  At  this  point, 
however,  I  am  inclined  to  propose  again  for  a  60-day  comment 
period  both  changes  in  the  size  standards  and,  at  the  same  time, 
reach  out  extensively  to  the  small  business  community  for  their 
comments. 

We  plan  to  contact  every  small  business  currently  using  the  8(a) 
Program  to  gauge  their  reaction  to  these  proposed  changes  in  size 
standards.  It  is  my  hope  that  if  comments  are  favorable  that  we 
will  be  able  to  implement  these  new  size  standards  at  the  appropri- 
ate time. 

Mr.  Chairman,  in  closing,  I  want  to  stress  that  I  am  committed 
to  working  with  this  committee,  to  listening  to  you,  and  learning 
from  you.  I  am  also  committed  to  working  with  the  other  witnesses 
here  today,  and  especially  with  our  small  business  customers,  to  ex- 
amine size  standards. 

I  know  that  I  want  to  simplify  these  standards  and  make  them 
more  understandable  and  user  friendly.  At  the  same  time,  I  don't 
want  to  do  anything,  and  I  want  to  stress  this,  I  don't  want  to  do 
anything  that  would  lessen  the  opportunities  for  socially  and  eco- 
nomically disadvantaged  small  businesses  to  grow  and  expand. 

Thank  you  for  the  opportunity  to  testify  today.  I  welcome  any 
questions  that  you  may  have. 

[Mr.  Bowles'  statement  may  be  found  in  the  appendix.] 

Chairman  Mfume.  Thank  you  very  much,  Mr.  Bowles. 


Let  the  record  reflect,  also,  that  the  Administrator  is  also  joined 
by  Judith  Watts,  the  Associate  Administrator  of  the  SBA,  as  well 
as  Mr.  Bowles. 

After  a  couple  of  quick  questions,  I  am  going  to  yield  to  my  col- 
league, and  open  this  first  round  of  questioning.  In  your  remarks, 
you  indicated  you  had  four  major  goals  to  serve  this  President 
with,  one  of  which  was  ending  the  credit  crunch,  and  you  made 
some  reference  to  character  loans. 

Well,  I  have  said  this  to  the  President,  let  me  also  say  it  to  you 
on  the  record,  that  the  idea  of  character  loans  is  not  a  new  or  novel 
idea.  It  is  something  that  has  been  tried  before  and  to  some  extent 
has  been  successful.  I  would  only  caution  you,  as  I  cautioned  him 
and  others,  that  with  respect  to  minorities  in  this  country,  charac- 
ter loans  mean  different  things. 

Oftentimes  it  is  members  of  minority  groups  who  fmd  themselves 
being  punitively  denied  because  of,  "character  loans,"  because  of 
the  interpretation  of  the  loan  officers  and  the  people  administering 
the  loans.  So,  I  would  ask  that  you  bring  that  sort  of  sensitivity  to 
that  goal  and  that  concept,  so  that  if,  in  fact,  the  notion  of  charac- 
ter loans  is  pursued,  at  least  we  can  do  it  in  such  a  way  that  is 
sensitive  to  some  of  the  existing  problems  in  our  society  that  would 
not  serve  to  be  punitive  for  members  of  minority  groups. 

I  have  a  quick  question,  though.  In  section  3  of  the  Small  Busi- 
ness Act  of  1958,  as  amended,  provided  some  guidance  in  determin- 
ing just  what  a  small  business  is,  and  then,  of  course,  you  stated  to 
us  the  dilemma  you  have  in  trying  to  get  a  straight  answer  from 
anybody  on  that. 

Do  you  believe  that  the  Administrator  of  the  SBA  is  constramed 
in  the  use  of  the  number  of  employees  and  dollar  volumes  as  the 
sole  criteria  in  helping  to  make  that  determination,  or  do  you  have 
the  authority  to  establish  criteria  beyond  the  existing  boundaries? 

Mr.  Bowles.  Well,  as  I  read  the  definition  it  says  a  business 
must  be  independently  owned  and  operated,  it  must  not  be  domi- 
nant in  its  field  of  operation,  and  the  SBA  Administrator  may  use 
the  number  of  employees,  revenues,  and  other  measures  to  deter- 
mine the  appropriate  size  standard,  so,  no,  I  do  not  feel  constrained 
with  only  those  two  classifications. 

In  point  of  fact,  my  experience  has  been  that  the  primary  factors 
that  are  used  in  developing  size  standards  include  such  things  as 
competition  within  a  particular  industry.  Startup  costs,  the  aver- 
age firm  size,  the  distribution  of  firm  size,  and  the  needs  of,  and 
impact  on,  SBA  Programs  are  several  of  the  factors  that  are  used. 

So,  no,  I  do  not  feel  constrained 

Chairman  Mfume.  With  respect  to  8(a)  procurements,  is  the  SBA 
required  to  make  a  size  determination  at  the  time  of  the  submis- 
sion of  an  offer? 

Mr.  Bowles.  I  would  have  to  let  Ms.  Watts  answer  that. 

Chairman  Mfume.  Or  at  the  time  of  the  award. 

Ms.  Watts.  The  firm  has  to  be  small  at  the  time  it  submits  its 
initial  offer  including  price  to  the  procuring  agency. 

Chairman  Mfume.  It  does  have  to  be. 

Ms.  Watts.  Yes;  The  firm  must  be  small  under  the  particular 
SIC  code  assigned  to  the  procurement. 
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Chairman  Mfume.  I  said,  as  part  of  my  opening  statement,  that 
Congress  really  had  an  obligation  to  ensure  that  a  rational  basis  be 
established  by  the  SBA  when  drawing  the  line  between  large  and 
small  businesses.  I  am  going  to  ask  either  of  you  if  you  can  de- 
scribe the  type  of  analysis  that  the  SBA  will  engage  in  to  make  a 
determination  about  whether,  in  fact,  size  standards  adequately 
serve  to  encourage  business  development  among  certain  8(a)  certi- 
fied firms. 

Ms.  Watts.  I  think  one  thing  that  we  need  to  keep  in  mind  with 
the  8(a)  Program,  having  its  primary  objective  being  business  devel- 
opment, we  find  that  we  serve  a  broad  range  of  firms  size-wise  de- 
velopmentally,  and  we  think  that  there  are  those  firms,  particular- 
ly those  that  are  nearing  graduation,  those  that  are  in  transitional 
phase,  that  in  many  instances  have  exceeded  or  are  near  to  exceed- 
ing the  size  standards  in  one  or  more  of  their  SIC  codes. 

So,  it  is  good,  of  course,  to  think  in  terms  of  higher  size  standards 
for  those  firms.  At  the  same  time,  the  great  majority  of  firms  that 
participate  in  the  8(a)  Program  tend  to  be  smaller  firms  at  an  earli- 
er stage  of  development,  and  so  there  is  always  the  concern  that 
these  firms  have  to  compete  with  the  larger,  stronger  firms,  and 
the  larger  firms  are  allowed  to  grow  and  stay  in  the  program. 
Then,  of  course,  it  gives  some  concern  as  to  the  smaller  firms  being 
able  to  compete. 

If  I  might  just  get  back  to  your  previous  question,  I  don't  know  if 
you  had  some  concern  about  whether  a  firm  can  be  eligible  for  an 
award  under  a  competition  that  began  prior  to  the  time  that  a  firm 
leaves  the  program.  Such  award  is  allowable. 

Chairman  Mfume.  Let  me  go  back  if  I  might  to  the  last  question, 
the  one  that  I  had  before  you.  I  am  interested  in  you  being  a  little 
more  specific,  if  you  could,  in  describing  the  type  of  analysis  that 
the  SBA,  in  fact,  will  use  to  make  a  determination  about  whether 
size  standards  are  adequately  serving  certain  certified  companies 
under  the  8(a)  Program.  I  need  a  little  more  specificity  in  terms  of 
the  analysis. 

Ms.  Watts.  OK.  In  terms  of  whether  the  proposed  size  standards 
are  adequate;  is  that  what  you  mean?  Because,  of  course,  the  same 
analysis  that  is  used  overall — I  mean  there  wouldn't  be  a  different 
analysis  for  the  8(a)  firms,  but  we  do  have  to  consider  the  full 
range  of  firms  within  the  portfolio.  We  find  that  larger 

Chairman  Mfume.  Let  me  ask,  do  you  have  a  criteria  for  the 
analysis?  How  is  the  analysis  done,  in  other  words? 

Ms.  Watts.  I  am  sorry.  I  am  not  understanding  completely  what 
you  are  saying. 

Chairman  Mfume.  Can  you  describe  the  type  of  analysis  that  the 
SBA  will  engage  in  to  make  determinations  about  whether  size 
standards  adequately  serve  to  encourage  business  development 
among  8(a)  certified  firms? 

Ms.  Watts.  I  can't  tell  you  that  there  is  a  specific  and  different 
analysis  because,  of  course,  the  8(a)  firms  have  to  meet  the  same 
size  criteria  that  other  firms  are  in  terms  of  being  small.  So,  we 
don't  have  a  scientific  analysis  because  we  have,  of  course,  a  wide 
range  of  firms  that  we  are  trying  to  serve.  Unless  I  am  misunder- 
standing  


Mr.  Bowles.  Mr.  Chairman,  I  have  asked  that  same  question.  I 
asked  if  there  was  a  formula  that  was  used  to  determine  who  quali- 
fied as  small  or  who  qualified  as  a  socially  and  economically  disad- 
vantaged firm,  and  there  is  none,  to  the  best  of  my  knowledge.  It  is 
a  number  of  qualitative  factors  that  enter  into  it,  as  near  as  I  can 
determine  today. 

Chairman  Mfume.  When  is  the  SBA  required  to  make  a  determi- 
nation as  whether  or  not  a  business  is,  quote,  disadvantaged? 

Ms.  Watts.  A  firm  must  be  disadvantaged,  of  course,  to  partici- 
pate in  the  8(a)  Program.  We  also  make  a  determination  in  the 
DOD,  SDB  Program.  When  there  is  a  protest  of  disadvantaged 
status,  the  SBA  makes  the  determination,  and  we  do  have  within 
our  regulations  the  criteria  which  are  used  to  determine  disadvan- 
taged status. 

Chairman  Mfume.  OK.  I  am  a  little  confused.  Let  me  restate  it. 
When  in  the  process  are  you  required  to  make  the  determination 
as  to  whether  or  not  the  business  is  disadvantaged  or  isn't? 

Ms.  Watts.  For  the  8(a)  Program,  SBA  determines  disadvantaged 
status  as  part  of  its  overall  determination  of  program  eligibility. 
For  the  SDB  Program,  SBA  determines  disadvantaged  status  only 
if  there  is  a  protest.  For  the  8(a)  Program,  a  firm  must  be  small  as 
of  the  date  it  submits  its  initial  offer,  including  price,  to  the  procur- 
ing agency.  SBA  initially  looks  at  the  firm's  size  when  a  sole  source 
contract  is  offered  to  the  8(a)  Program.  For  both  sole  source  and 
competitive  8(a)  procurements,  SBA  verifies  that  the  firm  is  small 
prior  to  contract  award  based  on  the  date  of  the  firm's  representa- 
tions and  certifications  that  it  is  small  under  the  SIC  code  assigned 
to  the  procurement. 

Chairman  Mfume.  So,  is  the  determination  at  the  time  of  the 
offer  and  at  the  time  of  the  award? 

Ms.  Watts.  For  8(a),  the  firm  must  be  small  as  of  the  date  of  its 
initial  offer,  including  price.  Subsequent  changes  in  size  up  to  the 
date  of  award,  except  those  due  to  merger  with,  or  acquisition  by 
another  business,  will  not  affect  the  firm's  eligibility  for  the  pro- 
curement. 

Chairman  Mfume.  OK.  I  am  going  to  yield  to  my  colleague,  the 
ranking  minority  member,  and  then  we  will  get  some  other  ques- 
tions from  members  of  panel. 

Mr.  Machtley. 

Mr.  Machtley.  Thank  you  very  much,  Mr.  Chairman.  Just  fol- 
lowing along  with  that  line  of  questioning,  is  it  my  understanding 
that  if  a  participating  firm  exceeds  size  standard  for  3  consecutive 
years,  that  its  eligibility  for  procurement  assistance  is  automatical- 
ly ended  under  the  current  8(a)  Program? 

Ms.  Watts.  A  firm  can  remain  in  the  program  so  long  as  it  does 
not  exceed  the  size  standards  for  all  of  its  approved  SIC  codes 
within  its  business  plan.  However,  it  is  not  allowed  to  receive 
awards  in  any  of  those  SIC  codes  for  which  it  has  met  or  exceeds 
the  size  standard.  But  it  can  remain  in  the  program  so  long  as  it 
hasn't  exceeded  the  size  standards  in  all  of  its  approved  SIC  codes. 

Mr.  Machtley.  Amazing  how  complex  this  is  to  absorb.  Then  are 
you  agreeing  with  my  statement  or  disagreeing  with  my  state- 
ment? That  if  a  participating  firm  exceeds  its  size  standard  for  3 
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consecutive  years,  its  eligibility  for  procurement  assistance  is  auto- 
matically ended;  do  you  agree  or  disagree? 

Ms.  Watts.  I  disagree. 

Mr.  Machtley.  The  specific  disagreement  is  what? 

Ms.  Watts.  It  is  that  you  can  remain  eligible  to  remain  in  the 
program  and  receive  other  kinds  of  business  development  assist- 
ance as  long  as  you  have  some  approved  SIC  codes  in  which  you 
haven't  exceeded  the  size  standard.  If  you  have  exceeded  all  of 
those,  then  you  are  no  longer  eligible. 

Mr.  Bowles.  Congressman,  as  you  know,  most  industries,  if  you 
look  through  their  standard  industrial  classification,  [SIC]  qualify 
under  several  SIC  codes,  and  you  cannot  qualify  under  one  and  you 
can  still  qualify  under  others. 

Ms.  Watts.  So  long  as  it  is  in  your  approved  plan. 

Mr.  Machtley.  Is  that  a  desirable  standard  of  determination,  to 
always  look  for  the  lowest  SIC  code  to  qualify  someone  for  8(a),  or 
is  that  undesirable,  or  does  it  make  any  difference? 

Ms.  Watts.  Well,  what  happens  when  a  firm  is  initially  deter- 
mined to  be  eligible  when  they  are  initially  certified,  they  are  certi- 
fied in  their  primary  industry,  in  the  SIC  code  which  represents 
the  primary  industry  in  which  they  do  business.  They  can  have  cer- 
tain secondary  SIC  codes  in  which  they  have  proven  ability  to  per- 
form, or  they  can  add  them  on  as  they  go  along,  so  it  is  not  neces- 
sarily based  on  the  SIC  code  with  the  lowest  size  standard. 

It  is  based  on  their  primary  industry  at  the  time  that  they  are 
certified. 

Mr.  Machtley.  The  concern  I  addressed  in  my  opening  state- 
ment was  as  you  have  companies  that  are  growing  in  size,  they  out- 
grow the  qualifications  for  8(a)  in  some  of  these  criteria.  But  it 
seems  to  me  that  there  is  this  complicity  that  the  SBA,  and  the 
companies  can  figure  out  a  way  around  that  by  using  some  other 
SIC  codes  that  then  the  SBA  can  say,  we  as  a  policy  statement 
would  like  you  to  continue,  therefore,  we  have  created  this  anoma- 
ly. We  will  look  at  another  SIC,  and  if  that  one  hasn't  grown,  you 
are  still  in  the  program. 

Ms.  Watts.  I  understand  what  you  are  saying.  Generally,  it  is 
not  that  the  SBA  and  the  firm  gets  together  and  determines  this. 
You  will  find,  and  it  is  a  concern  of  ours,  that  when  a  firm  has 
reached  the  ceiling  in  its  approved  SIC  codes,  oftentimes  they  will 
seek  other  areas  in  which  they  can  still  gain  revenues  through  the 
program.  This  is  legitimate  so  long  as  a  new  area  is  one  that  repre- 
sents what  is  considered  a  natural  progression  in  the  industry  in 
which  they  are  involved  and  so  long  as  they  can  show  that  they  do, 
in  fact,  have  the  expertise  and  the  wherewithal  to  perform  in  that 
area.  They  may  then  have  those  approved. 

But  I  think  it  is  not  correct  to  say  that  the  SBA  sort  of  gets  to- 
gether with  the  firm  and  says  we  want  to  keep  it  in  a  program,  so 
let's  find  you  some  more  SIC  codes.  I  think  firms  are  very  resource- 
ful at  finding  areas  in  which  they  have  expertise. 

Mr.  Machtley.  It  may  be  our  goal. 

Mr.  Bowles.  It  could  be  a  desired  goal.  One  of  the  things  I  would 
like  to  stress  above  all  else  is  that  we  want  to  increase  the  opportu- 
nities for  socially  and  economically  disadvantaged  firms  to  have 
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the  opportunity  for  economic  empowerment.  That  is  a  goal  of  this 
administration. 

Mr.  Machtley.  Exactly.  I  don't  imply  that  it  is  something  im- 
proper. But  it  gets  to  the  real  balancing  act  of  how  do  you  have 
some  sort  of  ability  to  weigh  the  factors  involved  if  you  restrict  it 
to  a  finite  number  of  codes  without  some  leeway  to  enact  the  policy 
decision  which  the  Administrator  has  just  discussed  and  making 
sure  that  you  don't  continue  to  help  those  bigger  8(a)  companies  to 
the  exclusion  of  the  smaller  ones  that  are  coming  in.  There  has  to 
be  a  cutoff. 

It  has  to  be  fair,  and  it  is  unfair  to  ask  the  Administrator  who 
has  been  there  13  days,  do  you  have  a  sense  of  how  that  balance 
should  be  weighed  in  terms  of  the  cutoff  in  terms  of  size,  or  cutoff 
in  terms  of  the  number  of  years  and  ability  to  comply?  Or  just  give 
the  Administrator  the  ability  to,  in  his  discretion,  determine  that  a 
company  is  worthy  of  consideration  and  continuation? 

Ms.  Watts.  Well,  it  is  a  dilemma,  and  it  is  one  that  we  struggle 
with  constantly,  and  sometimes  we  have  to  say  no  when  we  firmly 
feel  that  a  SIC  code  that  a  firm  wants  to  take  on  is  not  either  in 
what  we  consider  a  natural  progression,  or  that  they  have  not 
shown  they  have  the  wherewithal  to  perform  this,  because  you 
could  perpetuate  yourself  indefinitely  in  your  participation,  of 
course,  if  you  were  allowed  to  just  take  on  any  number  of  SIC 
codes.  That  is  a  dilemma. 

There  is  always  the  concern  that  has  been  expressed  when  \ye 
have  thought  of  lessening  the  restrictions  on  SIC  codes  that  this 
could  also  be  used  as  a  means  of  nondisadvantaged  firms  taking  on 
disadvantaged  firms  to  get  into  other  industries  in  which  they 
really  don't  have  the  capacity,  but,  of  course,  they  can  always  sub- 
contract. So,  it  is  a  delicate  balancing  act,  and  we  think  that  we  try 
to  look  at  it  objectively,  and  that  firm  has  to  show  to  our  satisfac- 
tion that  they  do,  in  fact,  have  the  wherewithal  to  perform  in  those 
areas.  But  there  is  no  magic  formula  as  to  how  you  decide. 

Mr.  Machtley.  Thank  you.  I  have  no  further  questions. 

Chairman  Mfume.  Mr.  Flake. 

Mr.  Flake.  Thank  you  very  much,  Mr.  Chairman.  First  of  all,  I 
ask  unanimous  consent  to  have  my  opening  statement  placed  into 
the  record. 

Chairman  Mfume.  Without  objection. 

[Mr.  Flake's  statement  may  be  found  in  the  appendix.] 

Mr.  Flake.  Thank  you  very  much. 

First  of  all,  Mr.  Bowles,  we  welcome  you  as  the  new  Administra- 
tor of  the  SBA.  Moreover,  I  look  forward  to  the  agency  performing 
the  duties  for  which  it  was  created.  ^ 

Hopefully,  as  we  look  into  the  future,  and  concentrate  on  the 
small  business  sector,  we  can  come  to  some  conclusions  about  the 
best  ways  for  this  sector  to  function. 

My  particular  concern  has  to  do  with  the  community  develop- 
ment aspect  of  SBA  or  any  other  entity  that  provides  financing  to 
small  businesses. 

One  of  the  greatest  problems  that  I  have  encountered  throughout 
urban  America  is  that  most  of  our  communities  look  the  same. 
Capital  and  credit  are  infused  at  such  an  abysmal  rate,  and  that  is 
reflected  by  the  commercial  strips  in  most  of  these  communities. 
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There  are  many  who  would  argue  that  a  part  of  the  problem  is 
the  SBA  and  its  inability  to  make  timely  assessments  and  analyses. 
Even  if  the  bank  approves  a  loan,  it  cannot  provide  that  loan  be- 
cause SBA  has  not  responded.  Therefore,  I  would  like  to  know  how 
the  SBA  perceives  itself  fitting  into  the  whole  new  community  de- 
velopment concept? 

Does  the  SBA  see  itself  playing  a  role  in  community  develop- 
ment? If  so,  will  it  be  in  a  position  to  do  some  different  kind  of 
analysis  for  those  communities  that  are  designated  under  the  Com- 
munity Development  Banks  Program  and  the  enterprise  zone  ap- 
proach of  the  President?  Or  will  SBA  continue  the  same  type  of 
practices  which  seem  to  be  so  rigid  and  inflexible  that  when  the 
President  announces  changes,  one  wonders  if  they  will  be  in  a  posi- 
tion to  help  make  a  difference? 

Do  you  understand  what  I  am  asking? 

Mr.  Bowles.  I  think  you  asked  a  lot.  Let  me  see  if  I  can  address 
the  major  points. 

First  of  all,  I  believe  the  President  appointed  me  to  this  job  be- 
cause he  wanted  an  experienced  business  person  in  this  job  as  op- 
posed to  someone  who  had  had,  or  desired  to  have,  a  political 
career,  neither  of  which  I  do. 

Second,  I  think  he  wanted  someone  who  understood  the  credit 
markets,  which  clearly  I  do,  and,  third,  someone  who  had  an  active 
involvement  in  community  development,  all  of  which  I  think  I 
qualify  under. 

I  think  the  role  of  the  SBA  in  the  future  is  going  to  be  very  dif- 
ferent than  it  has  been  in  the  past.  I  think  you  can  see  that  just 
within  the  13-day  period  that  I  have  had  a  chance  to  serve  as  Ad- 
ministrator, we  have  had  three  functions  with  the  President  him- 
self. We  have  had  one  with  the  Vice  President  and  several  with 
Cabinet  Members.  The  President  is  focusing  on  small  business,  and 
he  is  focusing  on  small  business  through  the  SBA. 

As  it  relates  to  your  question.  Congressman,  he  has  given  me  a 
seat  on  the  Community  Development  Bank  Board,  which  will  be 
announced  when  that  comes  forward.  He  has  given  me  a  seat  on 
the  Enterprise  Zone  and  Empowerment  Board. 

He  has  asked  me  to  take  a  hard  look  at  our  8(a)  Program  to  see 
how  we  can  make  it  more  responsive,  how  we  can  make  it  more 
efficient,  and  more  effective.  I  have  reached  out  to  our  districts. 

My  management  philosophy  is  to  push  the  assets  down  to  where 
the  customer  is.  I  think,  as  you  see  us  reorganize  the  SBA,  you  will 
see  fewer  people  in  the  central  office,  fewer  people  in  the  regions, 
and  more  people  at  the  districts  where  we  need  to  provide  the  serv- 
ice, and,  therefore,  be  more  responsive  in  our  loan  programs  and 
not  just  in  our  7(a)  Program,  but  also  in  our  504  and  502  Programs. 
I  think  you  will  see  this,  such  as  with  our  announced  49  new  mi- 
croloan  programs  yesterday.  I  think  that  is  a  very  innovative  pro- 
gram. It  has  a  lot  of  promise.  It  is  a  demonstration  program  at  this 
point  in  time,  and  we  want  to  make  sure  we  evaluate  it. 

But  this  concept  is  something  we  really  believe  in.  We  think  it 
has  a  tremendous  potential,  because  it  serves  a  section  of  the  mar- 
ketplace that  has  been  grossly  underserved  in  our  inner  cities  and 
poor  rural  communities  where  we  make  loans  as  much  as  $1,500  to 
$2,500.  As  much  as  two-thirds  of  the  businesses  started  in  commu- 
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nities  are  started  with  less  than  $10,000  in  capital.  Half  are  started 
with  less  than  $5,000,  so  we  think  this  program  can  be  very  effec- 
tive in  servicing  a  business'  needs  in  the  marketplace. 

That  is  kind  of  a  long-winded  answer  to  your  question,  but  I 
assure  we  are  going  to  be  focusing  on  becoming  more  efficient  and 
more  effective  in  providing  the  service  for  your  customers,  who  are 
the  small  business  owners  in  this  country. 

Mr.  Flake.  Could  the  SBA  develop  a  geographical  approach  that 
indicates  certain  areas  demand  an  expeditious  response  whereby 
we  can  avert  the  Los  Angeles'  before  they  explode?  How  can  the 
SBA  become  involved  in  the  process  of  knowing  that  there  are  com- 
munities that  are  kind  of  tinderboxes  waiting  to  explode? 

Can  we  look  at  some  avenues  whereby  the  SBA  can  focus  on  cer- 
tain communities  such  as  New  York  and  Chicago.  You  could  go 
anywhere  really,  and  you  could  find  enough  communities,  and  just 
as  they  talk  about  trying  to  create  the  means  by  which  you  are 
going  to  make  some  investments  in  five  or  six  cities  initially  in  the 
Empowerment  Zones  Program. 

It  is  my  hope  that  the  SBA  can  create  some  model  zones  where 
we  put  the  whole  package.  Subsequently,  with  all  agencies  working 
in  concert,  we  can  decide  where  we  are  going  to  do  the  pilot  and 
begin  the  process  of  rebuilding  America. 

Do  you  foresee  the  possibility  of  such  an  undertaking  within  the 
current  SBA  guidelines,  or  will  it  be  a  necessity  to  create  some  leg- 
islation that  opens  up  that  possibility?  Because  I  think  it  is  going 
to  be  important  if  some  of  the  programs  that  have  been  proposed 
become  operative. 

Mr.  Bowles.  Currently,  as  I  understand  it.  Congressman,  there  is 
neither  any  geographic  or  industry  focus  of  the  SBA  or  the  SBA's 
Programs.  I  have  read  this  commission  report,  which  I  found  to  be 
a  great  asset  to  me  as  I  try  to  understand  where  we  take  the 
agency  in  the  future. 

I  can  say,  I  think  you  can  look  at  what  the  President  is  talking 
about  in  the  empowerment  zones  where  he  is  trying  to  break  down 
some  of  the  walls  that  have  kept  various  agencies  of  Government 
from  working  together  and  working  in  a  commonsense  manner  as 
you  have  described.  I  think  you  can  look  at  what  he  is  trying  to  do 
with  reinventing  Government,  again,  in  looking  at  the  things  that 
make  common  sense,  to  remove  barriers  where  we  have  waste  and 
duplication,  and  become  more  efficient  and  effective.  I  think  your 
idea  has  great  merit,  and  I  look  forward  to  discussing  it  with  you 
at  some  length  to  see  how  we  could  perhaps  take  advantage  of 
some  of  your  ideas. 

Mr.  Flake.  Thank  you  very  much. 

Mr.  Chairman,  I  yield  back. 

Chairman  Mfume.  Mr.  Talent. 

Mr.  Talent.  Thank  you,  Mr.  Chairman. 

In  reading  through  the  written  statements  and  listening  to  what 
you  said,  a  couple  of  things  I  came  upon  concerned  me,  and  I  would 
like  to  air  them  and  get  your  comments  on  them.  One  of  them  is  a 
number  of  the  businesses  you  are  dealing  with  indicate  in  their 
statements  the  overriding  need  to  adjust  these  standards  for  infla- 
tion, which  would  seem  to  me  to  be  an  uncontroversial  thing. 
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Just  to  keep  pace  really  with  what  was  intended  when  they  were 
established,  you  have  to  adjust  for  inflation,  and  there  is  some  indi- 
cation that  the  agency  may  have  a  tendency  to  link  that  less  con- 
troversial change  in  the  regulation  in  the  same  proposed  regulation 
with  more  controversial  changes. 

So,  in  other  words,  saying,  look,  if  you  want,  what  everybody 
agrees  that  we  need  you  to  go  along  or  you  can't  object  strongly  to 
these  things  that  are  more  controversial,  which  is  something  that 
happens  in  the  course  of  legislation  as  well,  to  put  what  people 
really  want  with  things  they  really  want.  I  urge  you,  if  there  is 
something  that  people  agree  upon  that  is  really  necessary,  do  that, 
and  then  argue  over  what  you  really  need  to  argue  over. 

I  would  like  your  comments  on  that. 

The  other  point  being,  my  experience  is  the  more  simple  you  can 
make  these  things,  the  better.  If  you  have  to  sacrifice  a  search  to 
find  justice  in  every  individual  case  in  order  to  achieve  rules  which 
everybody  can  understand  and  adhere  to,  it  is  generally  better  to 
go  for  a  sense  of  what  is  understandable.  I  notice  some  of  the  com- 
plaints in  here  that  the  agency  isn't  adequately  explaining  in  its 
proposed  regulation,  what  it  is  about.  Why  does  it  say  it  is  not 
simple  enough?  Why  does  the  agency  believe  that?  Would  you  like 
to  comment  on  that? 

I  think  it  is  essential  to  tell  the  people  who  the  constituencies 
you  are  dealing  with,  the  basis  on  which  you  are  acting,  so  if  you 
could  comment  on  those  two  or,  Ms.  Watts,  if  she  would  like  to. 

Mr.  Bowles.  I  will  take  the  first  stab  at  it,  with  my  great  13  days 
of  experience,  and  then  Ms.  Watts  can  give  you 

Mr.  Talent.  I  know  what  it  is  like  to  be  in  a  difficult  situation 
with  only  a  few  days  of  experience.  It  is  a  situation  I  have  been  in 
for  the  last  several  months. 

Mr.  Bowles.  My  father  always  used  to  say  the  most  dangerous 
fellow  is  the  fellow  who  don't  know  what  he  don't  know.  I  think  I 
am  sometimes  in  that  position  now. 

Let  me  tell  you  what  I  do  have  a  feel  for.  As  I  said  before  you 
came  in,  the  size  standards  are  complicated.  I  haven't  found  any 
two  people,  anywhere  I  have  gone  to  in  Washington,  or  anywhere 
else,  who  describe  size  standards,  or  why  we  have  the  size  stand- 
ards we  do,  in  a  way  that  I  can  understand  it. 

As  it  relates  to  the  inflation  adjustment  factor,  as  I  understand 
it,  it  has  been  changed  twice,  and  this  is  the  third  proposal  for  the 
change.  In  1975,  it  was  increased  by  90  percent  to  make  up  for  the 
changes  since  1953.  In  1984,  it  was  again  changed  by  81  percent.  In 
the  proposed  change  this  year,  it  is  for  43  percent  which  makes  up 
for  the  inflation  that  occurred  since  1984.  On  the  surface  that 
seems  to  make  sense  to  me. 

I  can't  find  any  reason  why  it  would  not  make  sense.  The  second 
proposal  deals  with  reducing  the  number  of  categories  down  from 
30  to  9.  Tentatively,  I  can't  tell  you  whether  9  is  the  right  number 
or  30  is  the  right  number  or  2  is  the  right  number  or  none  is  the 
right  number. 

Mr.  Talent.  Is  there  any  reason  not  to  do  the  inflationary 
change  that  everybody  seems  to  agree  with  on  its  own  as  opposed 
to  putting  it  together  with  the  things  of  categories  of  which  there  is 
controversy? 
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Mr.  Bowles.  Before  you  came  in,  I  said  the  primary  concern  I 
have  with  these  is  what  kind  of  effect  it  has  on  the  real  srnall  firm 
where  we  really  haven't,  in  my  opinion,  to  this  point  in  time, 
reached  out  for  their  comments.  We  had  comments  come  in  from 
the  larger  firms  and  from  the  associations  that  represent  some  of 
the  organizations. 

But  I  want  to  reach  out  to  every  single  small  firm  that  partici- 
pates in  the  8(a)  Program  and  to  gauge  what  they  feel.  Ms.  Watts, 
Ms.  Wolfe,  and  I  have  agreed  that  we  will  make  every  effort  to  con- 
tact every  one  of  the  4,300  firms  that  participate  in  the  8(a)  Pro- 
gram to  see  what  their  opinion  of  this  is.  I  couldn't  live  with  myself 
if  we  did  something  that  had  a  really  adverse  impact  on  the  very 
people  we  are  trying  to  help. 

So,  therefore,  I  can't  answer  your  question  until  I  have  had  a 
chance  to  do  my  home  work. 

Mr.  Talent.  OK.  Thank  you. 

Chairman  Mfume.  Mr.  Bowles,  can  you  tell  the  committee  when 
you  expect  the  comment  period  to  commence?  The  60-day  comment 
period? 

Mr.  Bowles.  Again,  this  is  all  new  to  me,  but  I  would  expect  it  to 
commence  as  soon  as  possible.  We  would  like  to  reach  out  to  the 
small  firms  as  soon  as  possible,  and  we  would  hope  that  we  could 
have  this  wrapped  up  by  the  end  of  the  fiscal  year. 

Is  that  correct,  Jan? 

Ms.  Wolfe.  Yes. 

Chairman  Mfume.  Given  the  fact  that  size  determination  really 
becomes  critical  for  eligibility,  do  you  believe  it  is  appropriate  to 
have  this  determination  vested  in  regional  offices  or  should  it  be  in 
the  Washington  office?  In  other  words,  do  you  have  a  concept  of 
that  being  centralized  or  regionalized? 

Mr.  Bowles.  At  this  point  in  time,  I  believe  it  is  centralized. 

Ms.  Wolfe.  The  determination  you  are  asking  about  is  actually 
perform  on  a  regional  basis  right  now,  but  that  is  something  we 
are  going  to  be  looking  at. 

Chairman  Mfume.  Would  you  keep  the  committee  advised  as  to 
what  your  feelings  are?  You  think  that  ought  to  be  changed  or  con- 
tinue the  way  it  is? 

On  page  6  of  your  testimony,  I  want  to  at  least  give  you  an  op- 
portunity to  comment  just  a  bit.  You  spoke  about  the  advantages  of 
changes  in  size  standards  and  the  fact  that,  to  a  large  extent, 
larger  firms  would  be  able  to  generate  additional  revenue  without 
risking  graduation  based  on  size,  and  Janet  expressed  sorne  con- 
cern about  smaller  8(a)  firms,  which  you  alluded  to  several  times  in 
your  remarks  today,  being  adversely  impacted  by  having  to  market 
and  compete  against  larger  more  established  firms — that  is  a  valid 
concern  that  a  lot  of  us  have — while  at  the  same  time  creating  a 
situation  where  growing  companies  can  continue  to  grow  without 
graduation. 

Would  you  take  just  a  moment,  Mr.  Bowles,  and  expand  on  those 
thoughts  just  a  bit,  please,  for  the  record? 
Mr.  Bowles.  Sure,  I  would  be  happy  to. 

First  of  all,  I  think  when  I  look  at  the  number  of  firms  that  par- 
ticipate in  the  8(a)  Program,  I  am  disappointed.  Since  the  begin- 
ning of  the  program,  the  information  I  have  been  provided,  there 
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have  been  about  9,300  firms  in  total  that  have  participated,  and, 
currently,  there  are  only  4,300  active  firms.  I  find  that  to  be  a  most 
disappointing  number. 

In  discussions  with  people  like  Harriet  Michelle,  who  has  a  simi- 
lar program  in  the  private  sector,  she  has  over  16,000  minority 
firms  participating  in  a  procurement  program  with  private  indus- 
try. I  don't  know  why  she  can  have  16,000  in  that  program,  and  we 
only  have  4,300  and  have  had  only  9,300,  I  think,  in  the  history  of 
this  organization. 

I  don't  know  if  the  problem  is  on  the  high  end,  where  we  gradu- 
ate firms  out  too  quickly,  or  is  on  the  low  end  where  we  keep  firms 
in  too  long,  and  it  makes  it  too  difficult  for  them  to  get  in.  I  think 
that  is  the  kind  of  home  work  I  need  to  do,  and  we  need  to  do  that 
by  reaching  out  to  the  customers  and  finding  out  what  their  prob- 
lems have  been.  I  want  to  see  the  number  of  firms  that  have  an 
opportunity  to  participate  in  this  program  to  expand  and  expand 
dramatically. 

I  think  we  have  to  give  socially  and  economically  disadvantaged 
firms  a  chance  for  economic  empowerment.  How  we  do  that,  I  hon- 
estly don't  know  right  now.  I  need  your  input.  I  need  your  staffs 
input.  I  need  the  input  of  the  other  people  who  are  going  to  testify 
before  you  today.  I  don't  want  to  do  anything,  which  by  the  very 
nature  of  taking  an  action  such  as  I  have  proposed,  which  will 
harm  the  firms  having  an  opportunity  to  enter  in  at  the  lower  end 
of  the  totem  pole. 

Chairman  Mfume.  Ms.  Watts,  would  you  or  Ms.  Wolfe  want  to 
comment  on  that  also? 

Ms.  Watts.  Mr.  Chairman,  as  you  well  know,  the  8(a)  Program 
has  probably  more  demands  and  expectations  placed  on  it  than  just 
about  any  other  minority  business  development  program  or  basical- 
ly any  other  program  in  Government  probably,  and,  because  of 
that,  we  are  placed  in  a  unique  situation  of  trying  to  help  firms 
grow  and  develop,  and  we  want  to  always  be  able  to  accommodate 
that  growth,  while  at  the  same  time  the  great  majority  of  the  firms 
that  participate  are  the  smaller  firms  that  are  developing,  strug- 
gling, many  trying  to  get  their  first  contract,  and  the  feedback  we 
get  from  them  is  it  becomes  increasingly  difficult  for  them  to  com- 
pete against  those  relatively,  but  by  comparison  to  the  total 
number  who  have  acquired  some  competitive  skills  who  have 
grown,  and  we  have  to  take  all  of  this  into  consideration  and  try  to 
weigh  that. 

That  is  the  dilemma.  We  want  to  do  what  is  going  to  be  able  to 
balance  and  help  all  of  those  firms,  and  Mr.  Bowles  has  said  to  me 
that  he  does  not  want  to  do  anything  that  is  going  to  hurt  firms, 
and  I  believe  that — particularly  those  smaller  firms— because  \ve 
have  many  more  of  those.  But  I  believe  also  in  the  proposed  size 
standards,  they  do  take  into  account  accommodating  those  firms 
that  have  reached  the  upper  levels  of  the  present  size  standards. 

Chairman  Mfume.  Ms.  Wolfe. 

Ms.  Wolfe.  I  agree  with  what  Ms.  Watts  just  said.  We  are  very 
excited  about  looking  at  all  these  programs,  really  understanding 
what  we  can  do  to  increase  all  of  our  customers  in  all  of  our  pro- 
grams. Specifically,  in  this  one,  in  the  8(a)  Program,  to  be  able  to 
bring  more  in  while  we  serve  those  that  are  in  the  program. 
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Chairman  Mfume.  Mr.  Flake. 

Mr.  Flake.  No  further  questions,  Mr.  Chairman. 

Chairman  Mfume.  Well,  Mr.  Bowles,  Ms.  Wolfe,  Ms.  Watts,  I 
want  to  thank  all  of  you  for  being  here.  Mr.  Bowles,  in  particular. 
We  certainly  wish  you  well  in  your  tenure  at  the  SBA  and  in  your 
endeavors  there  to  bring  about  some  real  and  some  meaningful 
change. 

The  members  of  the  subcommittee  look  forward  to  a  long  and 
mutually  beneficial  working  relationship.  We  would  hope  to  have 
you  here  again  in  the  not-too-distant  future,  after  you  have  been  on 
the  job  for  a  while,  to  talk  about  some  things  that  require  assess- 
ment by  this  committee  and  certainly  to  share  with  us  where  you 
may  be  leading  the  agency.  There  are,  as  you  know,  a  number  of 
small  business  initiatives  that  are  currently  pending  in  the  form  of 
legislation  before  this  House,  some  of  which  will  be  coming  before 
our  full  committee,  all  of  which  we  would  be  very  much  interested 
in  having  your  input  on.  To  that  extent,  I  would  hope  you  would 
keep  us  in  mind.  Other  than  that,  I  am  going  to  dismiss  this  panel, 
unless,  Mr.  Bowles,  you  have  something  else  to  say  for  the  record. 

Mr.  Bowles.  No;  I  would  just  like  to  say,  Mr.  Chairman,  I  appre- 
ciate the  opportunity  to  come.  I  welcome  a  chance  to  meet  with  you 
or  your  staff  or  any  of  the  committee  members  at  any  time.  I  really 
need  your  input,  your  advise,  and  your  counsel.  I  look  forward  to 
that  opportunity. 

Chairman  Mfume.  Thank  you  very  much.  Thank  you  for  being 
here  this  morning,  as  well. 

Mr.  Bowles.  Yes,  sir. 

Chairman  Mfume.  I  would  like  to  move  ahead  with  panel  two 
and  the  Chair  would  call  the  Honorable  Parren  Mitchell,  chairman 
of  the  Minority  Business  Enterprise  Legal  Defense  and  Education 
Fund;  Celestino  Beltran,  legislative  chairman  of  the  Latin  Ameri- 
can Management  Association;  and  Paralee  White,  Esquire,  of 
Cohen  &  White. 

Mr.  Beltran,  am  I  pronouncing  your  name  correctly? 

Mr.  Beltran.  That  is  correct,  sir. 

Chairman  Mfume.  Mr.  Mitchell,  it  is  good  to  have  you  back 
before  this  committee.  Mr.  Beltran  and  Ms.  White,  it  is  good  to 
have  you  both  here.  I  am  going  to  ask  that  we  begin  with  you,  Mr. 
Mitchell.  Then  you,  Mr.  Beltran,  and  then  you,  Ms.  White,  and  we 
will  proceed  in  this  order. 

TESTIMONY  OF  HON.  PARREN  MITCHELL,  CHAIRMAN,  MINORITY 
BUSINESS  ENTERPRISE  LEGAL  DEFENSE  AND  EDUCATION 
FUND,  ACCOMPANIED  BY  ANTHONY  W.  ROBINSON,  PRESIDENT, 
AND  MR.  REGUSTERS,  STAFF 

Mr.  Mitchell.  Thank  you  very  much,  Mr.  Chairman,  Congress- 
man Flake. 

You  have  my  entire  testimony,  and  I  would  ask  that  it  be  sub- 
mitted in  its  entirety  for  the  record.  It  is  long,  but  I  would  urge  the 
members  of  the  committee  to  try  to  read  it  in  its  entirety  because 
there  is  a  certain  perspective  that  we  have  to  have  when  we  look 
at  this  problem  of  size  standards. 
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I  would  like  to  introduce  Mr.  Anthony  Robinson,  who  is  the 
president  of  the  fund  and  Mr.  Regusters,  who  is  with  the  staff  of 
the  fund.  I  would  also  like  to  ask  permission  to  do  one  thing  just 
before  I  testify.  That  is  with  the  reference  to  Mr.  Bowles. 

It  is  no  great  secret  that  I  have  not  been  particularly  enamored 
with  past  administrators  of  the  Small  Business  Administration.  I 
have  found  them  woefully  lacking  in  commitment,  and  I  started  to 
say  intelligence  but  that  would  be  a  little  too  rough. 

Suffice  it  to  say,  I  have  not  been  enamored  with  them.  I  have 
had  an  opportunity  to  meet  with  Mr.  Bowles  and  have  some  discus- 
sions with  him,  and  I  must  say  I  am  extremely  impressed.  I  think 
he  is  bringing  a  business  person's  perspective  to  this.  I  think  he  is 
showing  that  he  has  a  real  commitment  to  minority  business,  and  I 
have  pledged  that  I  would  work  with  him  in  any  way  I  can  as  I 
have  pledged  to  the  committee.  So,  thank  you  for  now  letting  me 
get  that  in. 

Small  business.  I  don't  know  what  a  small  business  is.  Neither 
does  anybody  in  this  room.  It  is  a  problem  that  we  have  to  wrestle 
with.  The  Small  Business  Administration  came  into  being  in  1953 
with  really  no  clear-cut  definition  of  what  a  small  business  is.  SBA 
derived  its  lending  authority  from  the  old  Reconstruction  Finance 
Corporation  and  its  Federal  procurement  from  the  SDPA,  the  old 
defense  agency.  The  war  ended,  and  these  were  phased  out,  and 
SBA  took  that  over. 

Throughout  the  long  history  of  the  Small  Business  Administra- 
tion, there  are  so  many  illustrations  of  trying  to  find  a  meaningful 
definition  for  small  business,  to  try  to  define  this  in  some  sort  of 
flexible  and  realistic  manner. 

In  1953,  the  Congress  wrestled  with  this.  In  1957,  the  Congress 
wrestled  with  this  and  couldn't  come  up  with  a  definition.  Finally, 
it  was  decided  to  let  the  Small  Business  Administration  come  up 
with  a  definition  after  establishing  a  maximum  of  500  employees, 
and  some  sort  of  ceiling  in  terms  of  money. 

I  don't  think  the  Congress  has  done  a  good  job,  and  I  don't  think 
the  Small  Business  Administration  has  done  a  good  job. 

What  has  happened  is  that  over  the  years  the  SBA  has  developed 
a  very  elaborate  set  of  definitions  to  regulate  the  share  of  Govern- 
ment procurement.  It  relies  on  a  variety  of  sources  to  determine 
what  is  small.  God  knows  it  has  too  many  networks  internally,  it 
seems  to  me.  It  has  a  size  standards  staff;  a  size  policy  board;  an 
appeals  mechanism,  and  all  that  kind  of  stuff,  but  nothing  has 
really  worked  so  far  in  realistically  defining  what  is  a  small  busi- 
ness. 

In  addition,  the  SBA  has  at  least  15  different  data  sources,  public 
and  private,  identified  in  SBA  regulations.  That  is  great  to  have  all 
those  data  sources,  but  as  far  as  I  can  determine,  there  is  no  meth- 
odology about  which  you  fuse  all  of  that  information  together  into 
one  comprehensive,  rational  package.  Maybe  it  is  there,  but  I  have 
not  seen  it  yet. 

I  went  through  a  little  bit  of  the  history  of  this  because  I  think  it 
is  most  important  that  we  look  for  a  bold  new  approach  in  terms  of 
the  size  standards  problem. 


19 

Before  I  get  to  that,  let  me  just  indicate  that  I  think  SBA  is 
caught  in  a  very  pecuUar  situation.  On  the  one  hand,  it  is  mandat- 
ed to  develop  businesses.  See  them  grow. 

On  the  other  hand,  it  has  imposed  so  many  regulations  and  re- 
straints that  you  stop  a  business  from  growing.  Now,  some  of  these 
were  proposed  by  SBA,  some  by  the  Congress.  But  you  get  a  kind  of 
a  situation  where  you  help  them  grow,  help  them  develop,  empow- 
er these  small  businesses,  and  on  the  other  hand,  we  impose  size 
constraints  and  a  whole  lot  of  other  restraints  that  keep  these  pro- 
grams from  growing. 

I  think  the  automatic  graduation  is  an  artificial  restraint.  It  just 
doesn't  make  sense. 

Did  anybody  tell  Chrysler  that  after  9  years  if  you  haven't 
reached  a  certain  point  in  your  development,  you  ought  to  go  out  of 
business?  No. 

Fixed-term  participation.  Automatic  graduation.  It  is  just  wrong. 
It  is  a  lose/lose  situation.  The  stronger  an  8(a)  firm  becomes,  the 
closer  it  gets  to  being  kicked  out  of  the  program,  particularly  in 
the  8(a)  Program,  and  I  would  like  to  suggest  that  all  these  deter- 
minations about  size  standards  have  not  been  applied  universally 
across  all  the  customers  of  SBA.  These  have  been  applied  most  rig- 
orously to  the  8(a)  Program.  Other  programs  don't  have  this  kind 
of  restraint  placed  upon  them  or  this  kind  of  rigorous  examination. 

I,  for  the  life  of  me,  can't  understand  how  we  slipped  up — and  I 
was  probably  in  Congress  when  it  happened — to  let  the  SBA  deal 
with  size  standards  in  terms  of  classification  codes. 

Mr.  Chairman,  Members  of  Congress,  that  ought  to  be  taken 
away  from  SBA.  It  ought  to  be  dropped. 

I  know  recently  SBA  has  shown  a  little  more  flexibility  with 
regard  to  size  standards,  but  why  would  a  business  want  to  change 
and  move  into  another  size  standard?  The  answer  is  simple.  It  sees 
a  business  opportunity.  It  sees  a  chance  to  stop  making  just  widgets 
and  start  making  something  else  in  addition  to  widgets. 

Now,  why  should  any  agency  curb  the  desire  of  a  business  to 
branch  out  and  grow,  which  is  exactly  what  has  happened  in  the 
past  with  reference  to  the  SIC  codes.  It  is  a  self-defeating  exercise; 
no  one  wins  through  that. 

I  read  over,  just  a  moment  ago,  my  old  testimony.  What  year  was 
that?  Well,  whatever  year  it  was,  some  years  ago,  I  was  saying  that 
there  had  to  be  a  need  for  size  standards.  I  have  gotten  better 
since. 

I  was  wrong.  I  was  wrong  then.  Let's  eliminate  them.  Except  for 
number  of  employees.  That  ought  to  be  the  determining  criteria. 

But  in  terms  of  the  dollar  volume  of  business  for  these  firms,  the 
size  standards  ought  not  be  the  deciding  factor.  It  rneans  I  am 
learning,  and  growing,  and  getting  better  as  I  have  lived.  I  was 
wrong  to  say  we  need  those  kinds  of  size  standards.  What  I  am 
saying  is  number  of  employees  only.  Get  SBA  out  of  the  rest  of  it. 

I  said  I  would  be  brief.  That  old  man  up  there,  third  picture, 
Wright  Patman,  was  on  the  Small  Business  Committee  and  then. 
Congressman  Wright  Patman,  he  became  chairman  of  the  House 
Banking  Committee,  way  back  in  1953.  Patman  said,  look,  you 
can't  define  small  business.  He  said  you  simply  can't  do  that.  The 
more  I  think  about  it,  he  was  right,  in  terms  of  any  kind  of  rigid 
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inflexible  definition.  There  are  judgmental  values  to  be  looked,  var- 
ious aspects  far  more  than  just  money  and  number  of  employees, 
but  I  have  come  inevitably  to  the  conclusion,  let's  get  SBA  out  of 
the  business  of  size  standards.  Let's  get  them  out  and  deal  only 
with  the  matter  of  the  number  of  employees. 

The  question  will  be  raised  if  there  are  no  size  standards,  how 
many  businesses  are  going  to  stay  in  there  and  just  wax  fat  in  the 
8(a)  Program  or  for  Government  assistance.  I  can  answer  that  for 
you.  The  biggest  companies  went  out  as  fast  as  possible. 

Many  of  our  larger  firms  that  came  in  the  8(a)  Program,  as  soon 
as  they  started  really  doing  some  development,  really  growing, 
some  of  which  are  listed  in  Black  Enterprise  magazine,  wanted,  as 
quickly  as  possible,  to  rid  themselves  of  the  shackles  and  restraints 
that  are  imposed  on  them  by  the  Small  Business  Administration. 
So,  I  don't  think  that  is  going  to  be  any  big  problem  of  one  compa- 
ny staying  in  perpetuity  to  take  advantage  of  some  Government 
programs. 

I  have  rushed  through  this  pretty  fast  because  we  were  late 
starting.  You  have  other  witnesses.  I  will  be  glad  to  try  to  answer 
any  questions  as  long  as  you  don't  put  any  real  difficult  questions 
for  me. 

Let  me  just  summarize  by  saying  the  record  is  replete  with  the 
Congress'  attempt  to  wrestle  with  this  problem,  and  its  final 
bottom  line  that  there  is  no  dividing  line  between  small  and  big 
that  can  be  put  in  place  as  a  rigid  rule. 

The  second  point  I  wanted  to  make  was  the  current  practice  of 
imposing  size  standard  restraints  is  definitely  counterproductive.  It 
flies  right  in  the  face  of  the  mandate  of  the  agency  to  help  busi- 
nesses grow,  but  now  the  agency  says  only  up  to  a  certain  point, 
then  you  must  stop.  I  guess,  if  the  Congress  feels  that  a  rule  is 
useful  in  some  kind  of  way,  I  can  only  suggest  a  reasonable  stand- 
ard based  almost  solely  on  the  number  of  employees. 

Thank  you  very  much  for  letting  me  appear  before  you. 

[Mr.  Mitchell's  statement  may  be  found  in  the  appendix.] 

Chairman  Mfume.  Thank  you  very  much,  Mr.  Mitchell.  We  ap- 
preciate your  testimony  and  your  appearance  here.  We  appreciate 
the  admission  of  your  experience. 

It  is  a  fate  that  awaits  all  of  us  who  say  things  on  the  public 
record  and  then,  through  experience,  develop  a  different  perspec- 
tive. That  is  one  of  the  fascinating  things  about  the  legislative  side 
of  Government  at  least.  I  think  we  admit  our  mistakes  more  read- 
ily on  this  side.  We  are  trying  to  impose  it  on  the  other  two 
branches,  as  well. 

We  do  have  some  questions  for  you,  and  we  will  get  to  those 
right  after  we  hear  from  the  other  two  witnesses  who  are  before  us. 

Celestino  Beltran,  the  legislative  chairman  of  the  Latin  Ameri- 
can Management  Association. 

Mr.  Beltran,  go  right  ahead. 

TESTIMONY  OF  CELESTINO  BELTRAN,  LEGISLATIVE  CHAIRMAN, 
LATIN  AMERICAN  MANAGEMENT  ASSOCIATION  [LAMA],  AND 
CEO,  COMPREHENSIVE  TECHNOLOGIES  INTERNATIONAL  [CTI] 

Mr.  Beltran.  Thank  you,  Mr.  Chairman. 
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I  am  the  chairman,  CEO,  and  cofounder  of  Comprehensive  Tech- 
nologies International.  CTI  is  a  $40-million,  graduate  8(a)  company. 
We  had  almost  gone  bankrupt  twice  in  the  early  1980's,  and,  in 
1990,  we  were  rated  as  the  16th  fastest  growing  company  in  the 
United  States  by  Inc.  Magazine. 

Currently  we  are  one  of  the  largest  providers  of  professional 
services  to  the  Ballistic  Missile  Defense  Organization.  Over  the  last 
5  years,  I  have  invested  personally,  in  our  company,  $5.5  million  in 
research  and  development.  We  currently,  as  a  result  of  that  invest- 
ment, have  now  developed  the  most  advanced  solution,  PC-based 
solution  for  processing  electronic  medical  claims.  We  are  now  rec- 
ognized throughout  the  country  as  the  leader  in  electronic  medical 
claim  processing,  as  a  result  of  our  investment  that  was  due  in  part 
to  our  participation  in  the  8(a)  Program. 

I  am  here  this  morning  as  the  chairman  of  the  legislative  efforts 
for  LAMA  to  impact  what  we  consider  to  be  a  problem,  and  that  is 
the  SIC  code  limitations.  LAMA,  the  Latin  American  Management 
Association,  is  a  nonprofit  association  formed  for  the  purpose  of 
promoting  Hispanic  and  other  minority  enterprises  throughout  the 
United  States  in  their  efforts  to  achieve  economic  equality  within 
our  country. 

LAMA's  primary  goal  is  to  provide  support  for  minority  business- 
es in  their  efforts  to  participate  more  fully  in  the  economic  main- 
stream. Our  membership  is  generally  comprised  of  Hispanic  and 
other  minority  businesses  owned  throughout  the  country. 

Most  of  these  businesses  are  Federal  Government  contractors, 
whose  customers  have  historically  included  the  various  depart- 
ments and  agencies  within  the  Government  and  the  defense  de- 
partment. Many  of  LAMA's  members  are  in  various  stages  of  small 
business  development  in  the  8(a)  Program  and  are  in  the  process  of 
trying  to  secure  their  8(a)  designation. 

I  am  pleased  to  appear  before  this  subcommittee  today  to  com- 
ment on  the  efforts  of  the  Small  Business  Administration  to 
streamline  its  size  standards  table  for  small  businesses  for  eligibil- 
ity in  the  SBA  assistance  program.  LAMA  supports  the  SBA's  pro- 
posal to  streamline  its  size  standards  by  reducing  the  number  of 
fixed  size  standard  levels  from  30  to  9.  This  proposal,  if  adopted, 
will  eliminate  the  confusion  and  complexity  of  the  current  system. 

Additionally,  we  believe  that  SBA's  efforts  to  adjust  the  existing 
size  standards  must  be  adjusted  for  inflation.  These  adjustments 
are  absolutely  essential  in  view  of  the  inflationary  effects  small 
and  minority  small  businesses  have  had  to  endure  over  the  last  9 
years.  We  believe  it  is  critical  that  the  SBA  adopt  a  policy  of  ad- 
justing size  standards  every  2  years,  as  opposed  to  every  9  years,  to 
reflect  the  economic  realities  that  inflation  has  on  small  and  mi- 
nority small  businesses  in  the  marketplace. 

Without  a  biannual  adjustment  to  the  size  standards,  we  fear 
that  many  small  and  minority  small  businesses  will  continue  to 
lose  their  small  business  size  status  simply  because  the  standards 
are  not  keeping  up  with  inflation.  Absent  the  biannual  adjustment, 
small  firms  will  be  forced  into  inequitable  competition  with  large 
firms. 

Therefore,  we  strongly  recommend  that  the  SBA  adjust  its  size 
standards  for  inflation  every  2  years.  As  a  case  in  point,  the  engi- 
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neering,  architectural,  and  survey  industries  size  standard,  8,711, 
hasn't  been  adjusted  since  the  1970's.  Since  the  1970's  it  hasn't 
been  adjusted.  That  is  an  example  that  is  so  clear  that  we  need  to 
do  something  about  the  way  we  adjust  these  size  standards. 

Additionally,  we  request  that  Congress  and  the  SBA  take  into  ac- 
count some  of  the  industry  size  standards  previously  mentioned, 
but  were  not  provided  with  full  inflationary  adjustment  in  1984. 
Therefore,  the  1994  inflationary  adjustment  is  inappropriate  at 
baseline  for  further  adjustments  on  several  of  these  SIC  codes. 

In  other  words,  we  believe  that  we  need  to  go  back  and  look  at 
all  these  SIC  codes  even  before  1984  and  adjust  them  to  current 
standards. 

To  illustrate,  the  May  6,  1983,  proposed  rule  to  revise  the  stand- 
ards size  suggested  an  increase  in  the  size  standard  for  general  con- 
struction and  special  trade  contractors  to  $21  and  $9  million  re- 
spectively, based  on  upward  inflationary  adjustments. 

However,  the  February  9,  1984,  fmal  ruling  established  a  size 
standard  at  $17  and  $7  million  respectively  by  applying  less  than 
the  full  inflationary  rate  of  81  percent.  The  net  effect  of  applying  a 
rate  lower  than  the  81  percent  deflator  was  to  eliminate  2,300  addi- 
tional firms  from  being  considered  small. 

Let  me  just  say  at  this  point  that  I  fully  agree  with  the  Honora- 
ble Parren  Mitchell  on  this  one  issue  that  we  ought  to  look  at  the 
size  standards  from  a  standpoint  of  number  of  employees  and  not 
by  revenue.  I  will  give  you  a  case  in  point  with  an  8(a)  company. 

When  an  8(a)  company  receives  a  Federal  Government  contract, 
it  receives  the  entire  revenue  amount  on  that  contract  and  is  as- 
signed to  its  SIC  code.  Yet,  invariably,  agencies  require  that,  be- 
cause we  have  a  contract  vehicle,  we  subcontract  up  to  50  percent 
of  that  contract  to  other  businesses  that  are  needed  for  that  par- 
ticular agency.  As  a  consequence, — for  example,  I  will  give  you  a 
case  in  point. 

I  have  a  $9-million  Ballistic  Missile  Defense  Organization  con- 
tract; $9  million  a  year.  I  receive  $4.5  million  of  benefit  from  that 
contract  because  almost  50  percent  of  that  contract  is  subcontract- 
ed out.  So,  this  idea  of  a  revenue  amount  to  designate  what  a  SIC 
code  standard  should  be  is  unrealistic. 

It  is  more  appropriate,  I  believe  along  with  the  Honorable 
Parren  Mitchell,  that  we  ought  to  deal  with  that  only  from  the 
standpoint  of  number  of  employees.  That  is  more  realistic.  That 
certainly  is  fairer. 

I  would  like  to  conclude  my  comments  because  we  have  also  sub- 
mitted some  written  statements.  I  would  like  to  specifically,  in  con- 
clusion, ask  that  there  be  a  fair  and  equitable  upward  adjustment 
in  the  size  standards  if  we  are,  in  fact,  going  to  continue  to  have 
revenue  included,  but  understand  that  when  you  do  that,  that  is 
unrealistic  because  that  is  the  full  revenue  that  a  small  business  is 
receiving. 

In  closing,  I  would  like  to  make  a  special  appeal  to  you,  Mr. 
Chairman,  on  behalf  of  8(a)  companies  that  have  graduated.  Specif- 
ically, 8(a)  companies  that  have  graduated  are  condemned  to  fail- 
ure by  the  8(a)  Program  because  of  the  current  8(a)  legislation.  Spe- 
cifically, under  the  current  regulations,  I  cannot  recompete  on  my 
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own  contracts,  contracts  that  I  have  nurtured  from  zero  to  what- 
ever the  level  is. 

I  will  give  you  an  example.  Again,  the  Ballistic  Missile  Defense 
Organization,  when  we  started  that  contract,  we  had  a  $300,000 
contract  in  1988.  I  have  grown  that  contract  to  $9  million  a  year. 
Next  year,  I  will  lose  that  entire  contract,  so  my  revenue  will  go 
from  $40  to  $30  million  overnight;  a  25-percent  loss  in  revenue. 

I  will  also  lose  other  contracts,  so  that  by  September  1994,  I  will 
have  lost  $20  million  in  current  revenue.  I  will  go  from  $40  million 
to  $20  million  by  1994.  Not  even  General  Motors  can  sustain  that 
kind  of  loss.  Despite  the  fact  that  I  am  winning  contracts  competi- 
tively, I  cannot  replace  my  backlog  that  quickly,  and  I  appeal  to 
you  that  if  we  want  to  empower  minorities  to  be  economic  institu- 
tions in  this  country,  that  we  must  provide  a  way  to  ensure  that 
graduate  8(a)  companies  can  stay  in  business. 

How  many  8(a)  companies  have  graduated  and  are  still  in  busi- 
ness? I  can  maybe  count  three  that  I  know  of.  Three  in  this  area. 
They  have  all  gone  bankrupt.  They  have  all  gotten  out  of  Govern- 
ment contracting  because  there  is  no  way  you  can  sustain  that 
kind  of  loss. 

Fortunately,  for  us,  and  we  are  an  anomaly,  I  believe,  of  going 
off  and  doing  other  work  in  the  work  of  electronic  data  interchange 
specifically  in  the  health  care  medical  area.  We  are  an  anomaly. 
Only  5  out  of  every  1,000  companies  that  try  to  develop  software 
succeed;  5  out  of  1,000.  So,  I  appeal  to  you  that  we  need  a  way  to 
assist  graduate  8(a)  companies. 

Not  to  the  disadvantage  of  small  companies.  If  anything,  SB  A 
ought  to  be  using  us,  the  graduate  companies  to  help  the  young 
companies,  mentor  them  in  a  program  that  we  can  assist  them  as 
to  how  to  market.  I  don't  know  if  you  know  that  50  percent  of  all 
the  8(a)  companies  currently  in  the  8(a)  Program  have  never  re- 
ceived one  8(a)  contract  because  they  don't  know  how  to  market.  I 
know  how  to  market.  Our  company  knows  how  to  market,  and 
there  are  many  of  us  out  there  that  would  be  more  than  happy  to 
help  small  businesses,  especially  minority  small  businesses  do  that. 

I  think  it  is  my  moral  obligation  and  ethical  obligation  to  do 
that,  and  we  have  our  own  internal  mentor  protegee  program  for 
8(a)  small  companies  that  we  are  nurturing  right  now;  nine  of 
them  to  be  exact. 

Again,  in  closing,  I  want  to  thank  you  for  this  opportunity.  We 
are  very  pleased  to  be  here,  and  we  are  very  excited  to  be  part  of 
the  legislative  process. 

Thank  you. 

[Mr.  Beltran's  statement  may  be  found  in  the  appendix.] 

Chairman  Mfume.  Thank  you  very  much,  also.  Ms.  Paralee 
White,  Esquire,  of  the  firm  Cohen  &  White. 

TESTIMONY  OF  PARALEE  WHITE,  ATTORNEY,  COHEN  &  WHITE 

Ms.  White.  Thank  you  very  much.  I  would  like  to  give  you  some 
background  on  how  I  got  into  this  business.  Because  my  primary 
background  is  Government  contracts,  when  I  got  into  the  legal 
business  my  sort  of  marketing  spiel  was  going  to  be  I  would  help 
you  get  into  the  8(a)  Program,  and  then  I  would  do  your  Govern- 
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ment  contract  business  as  you  became  successful,  got  contracts,  and 
grew  out  of  the  program.  What  I  found  after  15  years  is  I  am 
spending  all  of  my  time  dealing  with  the  SBA  and  very  little  of  my 
time  doing  actual  Government  contract  work,  and  I  see  that  as  a 
serious  problem  in  the  8(a)  Program  and  in  the  small  business  pro- 
gram. 

I  would  like  to  suggest  as  a  preliminary  matter,  which  is  not  ad- 
dressed in  my  statement,  that  the  committee  consider  distinguish- 
ing size  from  socially  and  economically  disadvantaged.  I  think  that 
it  is  not  always  true  that  discrimination  ends  simply  because  your 
business  becomes  other  than  small  and  that  the  proposal  has  been 
made,  I  believe,  to  introduce  a  term  called  "historically  underuti- 
lized businesses"  and  separate  the  program  for  socially  and  eco- 
nomically disadvantaged  businesses  from  the  size  standards  that 
would  have  the  benefit,  one,  of  focusing  on  the  issue  of  socially  and 
economically  disadvantaged  which  can  continue  even  though  a 
business  is  no  longer  small. 

It  would  also  have  the  advantage  of  taking  one  whole  group  of 
regulations,  about  50  pages  in  the  Code  of  Federal  Regulations,  and 
lifting  it  off  the  backs  of  the  8(a)  companies  that  they  are  currently 
operating  under.  So,  I  would  like  that  to  be  seriously  considered, 
separating  the  size  issue  from  social  and  economically  disadvan- 
taged businesses. 

I  am  not  going  to  read  through  my  prepared  statement.  I  would 
like  to  address  a  couple  of  the  concerns  that  were  questions  arising 
with  the  SBA  since  I  have  dealt  with  them  on  most  of  them.  In 
answer  to  the  question  of  when  size  is  determined,  size  is  deter- 
mined at  the  time  initial  proposals  are  submitted.  It  is  determined 
at  one  time  only.  It  is  not  determined  upon  award  or  should  not  be 
determined  upon  award  according  to  the  regulations. 

The  second  thing  I  would  like  to  address  is  the  concern  expressed 
about  the  impact  on  smaller  businesses  as  they  have  to  compete 
with  larger  businesses  that  may  be  allowed  to  continue  in  the 
small  business  program  because  of  an  increase  in  the  size  stand- 
ards. I  think  the  current  regulations  mitigate  against  that  concern 
already  because  you  have  in  the  8(a)  Program  a  two-tiered  program 
term.  You  have  the  developmental  stage,  and  you  have  the  transi- 
tional stage. 

In  the  transitional  stage,  you  have  companies  that  are  required 
to  maintain  a  certain  competitive  business  mix.  That  is,  they  are 
required  to  go  out  and  compete.  They  are  required  to  go  out  and 
get  non-8(a)  business.  The  result  of  that  is  that  the  companies  that' 
are  newly  entered  into  the  program,  which  are  generally  the  small- 
er companies,  do  have  a  better  opportunity  to  get  Federal  procure- 
ment dollars  because  they  are  able  to  get  sole  source,  and  they 
don't  have  to  meet  the  same  competitive  mix  standards,  so  I  think 
that,  to  a  certain  degree,  the  way  the  program  has  been  structured, 
providing  for  an  inflationary  increase  in  the  size  standards  after  11 
years,  is  not  going  to  impact  the  smaller  concerns  that  are  in  the 
program. 

I  also  don't  think  that  the  failure  to  have  new  applicants  to  the 
program  is  a  result  in  any  way  of  the  size  standards.  I  think  the 
4,300  population  of  the  program  is  more  a  result  of,  until  the  last 
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year,  it  taking  almost  2  years  to  get  an  application  through  the 
SB  A  for  participation  in  the  program. 

Now,  there  have  been  great  strides  made  in  the  last  year  to  de- 
crease the  amount  of  time  that  it  takes  to  get  applications  through, 
and  I  would  say  that  they  are  almost  to  the  statutory  period  of  90 
days,  but  probably  haven't  met  that  yet.  I  think  that  is  a  great, 
great  barrier  to  small  companies  trying  to  participate  in  the  pro- 
gram. 

I  would  suggest  it  has  nothing  to  do  with  the  size  standards.  In 
fact,  I  think  some  firms  don't  apply  to  the  program  because  the 
size  standards  are  artificially  low,  and  they  see  themselves  going  to 
all  this  trouble  to  apply  to  the  program  only  to  have  to  be  graduat- 
ed out  very  quickly  because  the  size  standards  are  artificially  low. 

I  think  that  the  concern  expressed  about  what  we  call  the  SIC 
code  game,  picking  the  SIC  code  with  the  highest  size  standard  so 
that  you  can  continue  to  be  eligible  for  Federal  procurement  dol- 
lars, is  a  result  of  SBA's  inability  to  adjust  the  size  standards  on  a 
more  regular  basis,  and  I  would  suggest  that  people  would  be  much 
less  concerned  about  jockeying  for  positions  to  find  the  right  SIC 
code  in  which  to  get  a  contract  if  the  size  standards  were  regularly 
adjusted,  at  least  to  take  into  account  inflation,  and  SEA  has  the 
current  legal  ability  to  make  inflationary  adjustments  in  a  very 
simple  manner,  either  through  an  emergency  interim  rule  or 
through  a  short  comment  period.  I  would  suggest  that  could  be 
done;  and  that  that  be  done. 

My  final  comment  on  the  size  standard  issue  is  I  think  there  is 
an  artificial  ceiling  on  the  size  standards  placed  at  SEA.  My  con- 
versations with  the  Size  Policy  Office  and  other  individuals  about 
what  is  a  reasonable  size  standard  have  been  met  with  comments 
such  as,  well,  we  have  never  had  a  size  standard  higher  than  $24 
million  or  we  have  never  had  a  size  standard  in  the  computer  in- 
dustry that  is  higher  than  $14.5  million.  It  is  not  always  the  result, 
an  open-minded  look  at  what  is  the  appropriate  size  standard  for 
an  industry. 

Thank  you  very  much. 

[Ms.  White's  statement  may  be  found  in  the  appendix.] 

Chairman  Mfume.  Thank  you  very  much,  Ms.  White.  Let  me  just 
go  back  to  some  of  your  opening  statements  to  make  sure  I  under- 
stand you  correctly  with  regard  to  the  language  that  you  had  sug- 
gested earlier. 

You  are  correct  that  in  the  President's  Commission  on  Small 
Business  report  to  the  Congress  last  year,  there  was  reference  to 
the  idea  of  changing  semantics  with  respect  to  definition  and  by  re- 
ferring to  businesses  as  underutilized  as  opposed  to  disadvantaged. 

Are  you  suggesting,  and  am  I  hearing  you  correctly,  that  you 
think  that  both  can  take  place,  that  you  can  still  create  this  new 
definition  of  historically  underutilized  businesses,  while  at  the 
same  time  separating  out  disadvantaged  businesses,  so  that  they 
may  still  compete  and  not  run  into  a  cross  competition  with  two 
definitions  in  place;  is  that  what  you  were  advocating? 

Ms.  White.  No;  I  am  suggesting  that  the  better  term  is  histori- 
cally underutilized  businesses,  of  which  one  criteria  for  being 
might  be  that  you  are  socially  and  economically  disadvantaged  but 
not  having  the  overlay  of  the  size  standards.   In  fact,   in  other 
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words,  you  wouldn't  have  to  still  be  a  small  business  in  order  to 
receive  some  benefits  of  having  a  underutilized  business. 

Chairman  Mfume.  OK.  I  am  just  smiling.  The  author  of  the 
report  wanted  to  do  away  with  that  dual  term  altogether,  of  "his- 
torically disadvantaged."  But  you  are  saying  that  should  be  a  crite- 
ria under  which 

Ms.  White.  I  don't  know  that  those  exact  words  should  be  used, 
but  to  make  the  two  mesh  and  address  the  two  concerns  that  the 
8(a)  Program  was  intended  to  address  is  that  certain  designated 
groups  are  socially  and  economically  disadvantaged.  If  you  want  to 
continue  with  that  objective  to  address  that  concern,  that  could  be 
melded  with  a  program  for  historically  underutilized  businesses  in 
a  way  that  is  perfectly  consistent  with  the  objectives  of  the  8(a) 
Program,  but  do  away  with  the  8(a)  Program  that  would  be  a  pro- 
gram for  historically  underutilized  businesses  and  you  would  elimi- 
nate the  small  aspect.  That  is  what  I  was  really  getting  at. 

Chairman  Mfume.  I  see. 

Ms.  White.  I  don't  think  that  the  small  business  aspect,  as  it  cur- 
rently applies  to  the  program  is  a  reasonable  objective  because  in 
my  experience  with  my  clients,  the  discrimination  faced  by  my  cli- 
ents does  not  stop  simply  because  their  business  becomes  other 
than  small.  They  are  not  always  able  to  still  go  get  loans  like 
anyone  else. 

They  are  not  given  an  equal  opportunity  for  Federal  procure- 
ment dollars  just  because,  oh,  gosh,  all  of  a  sudden  their  3  years 
annual  revenue  is  over  $14.5  million.  The  two  are  not  necessarily 
consistent  with  each  other. 

Chairman  Mfume.  OK.  Mr.  Mitchell,  on  page  eight  of  your  testi- 
mony, you  cite  a  number  of  practices  by  the  SBA  that  restrain 
business  development,  and  the  most  harmful  restraining  practice 
that  you  referred  to  is  the  concept  of  automatic  graduation  upon 
reaching  a  size  standard,  regardless  of  what  the  business  is. 

Could  you  suggest  what  you  consider  to  be  some  of  the  best  ways 
to  remove  this  and  some  of  the  other  systemic  restraints  that  we 
have  been  talking  about  all  morning  with  regard  to  their  imposi- 
tion by  the  SBA? 

Mr.  Mitchell.  I  don't  want  to  make  it  sound  utterly  simplistic, 
but  I  think  the  Congress  could  just  legislate  and  say  you  all  aren't 
going  to  do  that  any  more.  You  cannot  permit  forced  graduations 
any  longer  because  of  size  standards,  and  leave  a  kind  of  flexible 
climate  in  which  some  determination  can  be  made  whether  or  not 
that  firm  wants  to  stay  in  the  program. 

Mr.  Chairman,  as  I  indicated  earlier,  I  don't  think  that  is  going 
to  be  the  problem.  I  think  the  firms  that  become  more  successful 
will,  despite  your  testimony,  tend  to  move  out  of  the  program  be- 
cause of  the  overwhelming  requirements,  paperwork,  and  things 
that  really  drain  from  your  business,  while  you  are  satisfying  the 
whims  and  desires  of  the  Congress. 

I  am  thinking  right  now  of  five  firms  that  were  8(a),  and  I  won't 
mention  them  but  you  know  at  least  two  of  them.  They  didn't  wait 
for  graduation.  It  just  got  too  burdensome,  and  they  said,  look,  let 
me  out  of  this  so  I  can  grow  and  develop  without  some  artificial 
restraints  being  imposed  on  me.  I  think  you  legislate. 
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I  think  Congress  had  the  power  to  impose  a  whole  series  of  regu- 
lations a  couple  of  years  ago  under  the  so-called  reform  package.  I 
think  the  Congress  still  has  that  power  to  tell  an  agency,  stop, 
cease,  desist,  you  are  no  longer  there. 

Chairman  Mfume.  OK.  I  want  to  ask  you  a  brief  question  about 
this  notion  of  reform  in  that  regard. 

Mr.  Bowles  spoke  about  it  in  his  testimony,  and  he  referred  to  it 
as  the  second  of  four  objectives  that  he  is  attempting  to  pursue 
after  having  been  confirmed  in  the  position.  One  was  reform  of 
Government  regulations  and  paperwork,  which  I  think  most  people 
will  agree  has  become  burdensome,  layered  over  the  years  as  a 
result  of  a  number  of  congressional  acts  imposing  more  and  more 
paper  and  more  and  more  requirements. 

Are  there— and  I  am  going  to  ask  this  to  all  three  of  you — cer- 
tain requirements  that  should  not  fall  victim  to  the  process  of 
streamlining  or  reforming  what  has  become  a  layer  process?  I 
mean  are  there  some  things  that  you  think  absolutely  ought  to 
remain  sacred  in  that  respect? 

Mr.  Mitchell.  For  myself,  I  can't  answer  that.  I  would  like  to 
think  about  it  a  little  bit.  But  I  do  know  that  there  are  things  that 
can  go  right  now. 

Every  time  I  speak  around  the  country,  I  talk  about  that  silly  re- 
quirement of  being  in  business  2  years  before  you  can  get  in  the 
8(a)  Program.  I  always  use  the  illustration  of  the  man  who  invent- 
ed the  Hula-Hoop.  He  made  millions  of  dollars.  He  wasn't  in  busi- 
ness 2  years.  He  had  an  idea  and  moved  it. 

I  think  there  are  a  number  of  innocuous,  insidious  regulations 
that  ought  to  be  stripped  away.  It  would  be  fascinating,  Mr.  Chair- 
man, to  go  back  and  look  at  the  original  application  for  8(a)  status 
in  terms  of  size,  and  look  at  it  today.  I  think  much  of  that  stuff  can 
be  stripped  away.  But  I  can't  prioritize  or  definitively  state  what 
must  remain.  I  would  have  to  study  that  some  more. 

Chairman  Mfume.  OK.  Could  either  of  you  take  a  whack  at  this 
concept,  that  I  thought  I  heard  some  agreement  on,  about  not 
using  the  number  of  employees  as  the  determining  factor,  or  using 
them  as  opposed  to  using  revenue  if  we  have  to  use  some  method  of 
determining  at  all? 

What  this  gets  back  to  is  the  question  of  what  is  a  small  busi- 
ness? What  is  the  number  of  employees  that  you  think  would  best 
fit  the  criteria  or  determining  factor  with  regard  to  size  standards? 

You  can  give  ball  park  spreads.  I  am  just  trying  to  get  an  idea. 
That  is  all. 

Mr.  Beltran.  Every  industry  has  a  different  structure  for  what 
is  considered  to  be  a  large  industry  within  that  entity.  For  exam- 
ple, a  retail  firm  versus,  let's  say,  computer  science  company 
versus  a  manufacturing  firm.  For  example,  I  would  say  in  informa- 
tion systems,  a  firm  that  is  doing  $20  million  worth  of  income  a 
year  is  probably  at  about  200  employees;  as  an  example.  There  is  a 
cost-per-employee  ratio  that  you  can  put  in  there. 

Now,  if  that  were  the  criteria,  what  you  would  find  is  companies 
would  become  more  efficient  in  the  way  they  would  do  business, 
and  so  that  you  would  be  able  to  have  still  a  small  business  status 
under  the  SIC  code,  and  you  would  be  having  companies  using 
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more  automation  in  order  to  become  more  effective,  and,  again,  you 
have  to  be  clear  as  to  what  it  is  you  are  trying  to  achieve. 

Chairman  Mfume.  I  asked  this  as  devil's  advocate  because  I 
think  that  a  lot  of  that  would  be  predicated  on  what  is  a  labor-in- 
tensive industry  or  business  and  what  is  not,  and  wouldn't  the  SBA 
have  to  define  and  set  up  categories  for  labor  intensity  and  then 
break  out  underneath  different  types  of  businesses  that  would  qual- 
ify under  x  amount  of  employees  and  y  amount  of  employees? 

Mr.  Beltran.  That  is  more  realistic  than  this  revenue  issue.  As  I 
mentioned  in  my  own  testimony,  half  of  my  revenue  currently  goes 
to  subcontractors,  yet  I  am  credited  with  the  entire  amount. 

Mr.  Mitchell.  If  I  may,  Mr.  Chairman.  I  think  the  500  employee 
figure  is  reasonable,  and  when  we  have  looked  at  companies 
throughout  the  years,  very  few  minority  firms  exceed  the  500  em- 
ployee level. 

Now,  even  establishing  at  that  level,  there  may  be  some  cases 
where  there  may  be  some  flexibility  to  exceed  the  500.  It  has  been 
our  experience,  even  when  there  are  labor-intensive  industries 
owned  by  minority  firms,  rarely  does  the  employee  figure  reach 
500. 

Mr.  Beltran.  That  is  true. 

Mr.  Mitchell.  Generally,  at  least  about  half  of  that. 

Chairman  Mfume.  I  have  one  other  point  I  want  to  pursue,  then 
I  am  going  to  yield  to  Mr.  Machtley  again.  You  spoke  about  this 
percentage  that  I  quite  frankly  have  not  been  aware  of  before,  that 
50  percent  of  all  the  businesses  that  are  currently  certified  now  as 
8(a)  have  not  received  any  contractual  awards  at  all,  and  you  at- 
tribute that  to  their  inability  to  market  themselves.  I  want  you  to 
take  a  moment  and  just  expand  on  that,  Mr.  Beltran. 

Mr.  Beltran.  I  have  worked  with  a  lot  of  evolving  8(a)  compa- 
nies. I  view  it  as  my  personal  moral  responsibility  to  give  back  to 
the  8(a)  Program,  because  I  have  been  very  blessed  by  this  pro- 
gram. 

It  has  been  my  direct  experience  in  working  with  young  compa- 
nies that  they  do  not  know  how  to  market  the  Federal  Govern- 
ment. SBA,  in  my  own  case,  never  once  gave  me  any  direction  as  to 
how  to  market  the  Federal  Government.  I  finally,  in  desperation, 
went  to  more  successful  companies,  and  I,  basically,  put  myself  in 
their  hands,  and  I  said,  "I  don't  know  what  the  heck  I  am  doing." 
These  other,  more  advanced  companies  taught  me  how  to  market 
the  Federal  Government. 

I  have  asked  repeatedly  of  SBA  to  be  invited  to  go  back  and  talk 
to  their  new  class  of  freshman  8(a)  companies,  if  you  will,  to  be 
able  to  assist  them,  but  it  is  absolutely  amazing  at  how  many  8(a) 
companies  that  receive  their  8(a)  designation  have  the  perception 
that  somebody  is  going  to  come  give  them  a  contract,  and  I  think 
that  is  a  major,  major  flaw  in  that  SBA  ought  to  be  about  the  busi- 
ness of  helping  these  small  companies  develop  the  capability  to  be 
able  to  market  themselves  in  the  Federal  Government. 

Rather  than  hawking  8(a)  firms  going  out  of  the  program  as  to 
whether  they  are  still  8(a)  or  not — maybe  I  shouldn't  be  so  cruel, 
but  they  spend  more  time  doing  that,  and  they  really  ought  to 
spend  time  with  the  young  8(a)  companies.  Given  that  they  don't 
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have  all  the  resources  in  world,  spend  your  time  assisting  these 
younger  firms. 

Chairman  Mfume.  Mr.  Mitchell,  would  you  take  a  moment  to 
talk  about  that  also?  Then,  Ms.  White,  could  you  tell  us  about  your 
clients — do  they  fall  in  that  category  and  have  they  had  those 
kinds  of  experiences? 

Mr.  Mitchell.  I  will  be  very  brief. 

While  it  is  true  that  some  8(a)  firms  don't  know  how  to  market, 
others  do.  Under  the  present  arrangement,  SBA  is  the  sole  agency 
that  can  reach  out  into  the  various  agencies  of  Government  and 
select  out  contracts.  It  still  has  that  capability. 

My  experience  in  the  Congress,  and  subsequent  thereto,  has  been 
that  the  firms  go  out  and  find  a  contract,  because  SBA  just  didn't 
do  that.  They  found  the  contracts,  and  then  took  them  to  SBA  and 
said  we  have  found  it.  Now,  you  move  to  assist  us  with  it.  There 
are  some  horror  stories  connected  with  this. 

We  found  that  some  firms  found  the  contracts,  and  SBA  had  the 
contract  but  gave  it  to  another  firm.  But  I  just  don't  want  to  leave 
the  impression  that  it  is  solely  and  exclusively  a  lack  of  marketing 
ability.  It  is  a  problem.  We  need  help  with  it.  But  I  wouldn't  put 
too  much  emphasis  on  that. 

Chairman  Mfume.  Ms.  White. 

Ms.  White.  I  would  like  to  say  I  do  have  clients  who  have  applied 
for  the  program  and  have  never  gotten  contracts.  I  try  to  screen 
applicants  that  I  assist  by  asking  them  do  they  know  anything 
about  the  Federal  market,  and  do  they  really  want  to  go  out  and 
get  contracts?  I  think  part  of  the  problem,  however,  is  that  SBA  is 
not  given  enough  authority  to  force  agencies  to  set  aside  things  in 
the  8(a)  Program. 

I  mean,  one  of  the  difficulties  that  I  have  had  is  when  an  agency 
pulls  something  out  of  the  8(a)  Program  because  of  maybe  a  normal 
contract  dispute,  something  that  is  really  unrelated  to  the  8(a)  Pro- 
gram, but  this  is  a  leverage  that  they  have  to  force  the  contractor 
to  do  what  they  want,  and  their  leverage  is  we  will  just  pull  it  out 
of  the  8(a)  Program  and  go  competitive,  and  the  message  is  you  will 
not  get  this  contract.  SBA  has  attempted  to  help  in  those  situa- 
tions, but  they  really  don't  have  the  legal  authority  to  require  the 
procuring  agency  to  leave  the  requirements  in  the  program,  and 
they  don't  have  a  lot  of  leverage  to  force  the  agencies  to  meet  these 
alleged  goals  that  they  have  to  offer  requirements  to  the  program. 

I  think  that  is  a  big  problem  that  results  in  a  lot  of  firms  not 
ever  having  a  contract  perform  under  the  8(a)  Program,  and  I 
would  like  to  see  something  done  about  that. 

I  do  think  it  is  a  serious  problem,  and  I  also  agree  with  Mr.  Bel- 
tran  that  I  think  SBA  focuses  90  percent  of  its  efforts  on  10  percent 
problems,  as  opposed  to  focusing  its  efforts  on  getting  requirements 
into  the  8(a)  Program. 

Chairman  Mfume.  Mr.  Machtley. 

Mr.  Machtley.  Thank  you  very  much,  Mr.  Chairman.  I  am  sorry 
that  I  was  not  here  for  your  testimony.  I  am  sure  the  distinguished 
former  colleague  can  appreciate  I  had  another  hearing  that  I  had 
to  attend  at  the  same  time. 

I  just  want  to  follow  up  with  one  question.  If  we  eliminated  all  of 
the  size  criteria,  what  would  be  a  fair  way  of  dealing  with  the  high 
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technology  companies  that  don't  have  many  employees?  Would  you 
make  an  exception  for  those  who  are  successful  so  they  would  not 
dominate  the  market  at  the  expense  of  perhaps  new  companies,  or 
are  they  such  an  aberration  that  it  is  really  not  a  problem? 

Mr.  Mitchell.  I  guess  you  are  better  qualified  to  answer  it  than 
I  am,  but  I  don't  really  think  it  is  a  problem.  The  larger  companies 
very  often  subcontract  with  some  of  our  smaller  firms  in  high  tech- 
nology stuff.  Maybe  I  have  my  blinders  on,  but  I  just  don't  see  that 
as  a  monumental  problem. 

Mr.  Beltran.  I  still  believe  that  you  are  going  to  have  to  take 
industry  by  industry  and  evaluate  what  is  considered  large  within 
their  respective  industries.  It  is  true  that  in  a  high  technology  com- 
pany, they  can  probably  do  a  lot  more  with  a  lot  less  people. 

Where  you  have  manufacturing,  you  may  need  more  people,  and, 
with  robotics,  et  cetera,  you  may  end  up  with  having  less  and  less 
people,  but  I  think  you  have  to  take  every  industry  and  see  what  is 
considered  large  in  those  respective  industries.  I  think  the  employ- 
ment standard  is  more  appropriate  than  a  revenue  standard. 

Mr.  Machtley.  I  yield  back.  Thank  you. 

Chairman  Mfume.  Ms.  White,  Mr.  Mitchell,  and  Mr.  Beltran,  the 
subcommittee  thanks  you  for  your  appearance  and  your  testirnony 
here  today.  It  has  been  useful,  to  say  the  very  least,  as  we  continue 
to  look  at  this  ongoing  controversy,  and  we  hope  it  is  not  that 
much  longer  a  controversy  concerning  size  standards.  We  appreci- 
ate your  appearance  here  this  morning,  and  thank  you  very  much. 

Mr.  Mitchell.  Thank  you  very  much  for  letting  me  come. 

Mr.  Beltran.  Thank  you. 

Ms.  White.  Thank  you. 

Chairman  Mfume.  The  subcommittee  calls  Nancy  West,  cochair- 
man  of  the  Government  Affairs  of  the  Airport  Minority  Advisory 
Council;  Mr.  Joseph  Fuller,  Jr.,  president  of  Futron  Corp.;  and 
Edward  Quick  of  the  Congressional  Affairs  Administration  of  the 
InterAmerican  Travel  Agents  Society. 

Thank  you  all  very  much  for  appearing  here  this  morning.  I 
would  like  to  proceed  in  the  order  in  which  you  were  called,  and 
we  will  start  with  Ms.  West,  and  then  Mr.  Fuller,  and  then  Mr. 
Quick,  if  you  would. 

TESTIMONY  OF  NANCY  K.  WEST,  COCHAIR,  GOVERNMENTAL 
AFFAIRS  COMMITTEE,  AIRPORT  MINORITY  ADVISORY  COUNCIL 

Ms.  West.  Good  afternoon  and  thank  you  very  much,  Mr.  Chair- 
man, and  members  of  the  subcommittee.  I  am  Nancy  West,  cochair 
of  the  Governmental  Affairs  Committee  of  the  Airport  Minority 
Advisory  Council,  otherwise  known  as  AMAC.  AMAC's  diverse 
membership  is  comprised  of  over  200  representatives  of  minority- 
and  women-owned  firms,  airport  operators,  and  various  Govern- 
ment entities  interested  in  business  opportunities  at  airports. 

We  appreciate  the  opportunity  to  appear  before  you  today  to 
comment  on  the  topic  of  the  Small  Business  Administration's  size 
standards  and  the  impact  of  these  standards  in  the  airport  environ- 
ment in  which  many  of  our  business  members  operate. 

This  hearing  is  particularly  timely  and  important  to  our  mem- 
bership in  light  of  recent  statutory  changes  to  the  disadvantaged 
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business  enterprise  program  enacted  as  part  of  the  1992  Airport 
Improvement  Program  Reauthorization. 

The  Airport  DBE  Program,  which  has  been  in  existence  since 
1980,  requires  U.S.  airports  to  make  good  faith  efforts  to  achieve  at 
least  10  percent  DBE  participation  in  federally  funded  projects  and 
airport  concessions  activities.  The  regulations  under  which  this 
program  operates,  49  CFR  part  23,  define  DBE's  as  small  business- 
es owned  and  operated  by  socially  and  economically  disadvantaged 
individuals.  Although  the  Secretary  of  Transportation  has  the  au- 
thority to  define  "small,"  the  regulation,  historically,  required  the 
use  of  the  SBA's  size  standards. 

During  the  rulemaking  process  following  the  1987  AIP  reauthor- 
ization, AMAC  and  other  commentators  raised  concerns  regarding 
the  size  standards  for  airport  concession  businesses.  The  size  cap 
for  food,  beverage,  and  retail  concessions  at  that  time  was  $3.5  mil- 
lion. Due  to  the  nature  of  concession  activities  on  airports,  the 
impact  of  this  size  standard  was  that  DBE  firms  were  forced  to 
graduate  from  the  program  at  the  $3.5  million  level,  but  were  too 
small  to  compete  against  much  larger  majority-owned  firms. 

In  its  comments  to  DOT's  1990  DBE  rule,  AMAC  attached  an 
economic  analysis  that  contained  research  on  the  development  of 
SBA's  size  standards  and  addressed  the  propriety  of  their  use  in 
the  airports'  DBE  concession  program.  The  histories  of  market  ac- 
tivity in  various  businesses  that  operate  in  airports,  such  as  institu- 
tional food  services,  restaurants,  general  merchandise  retailers, 
and  passenger  car  rental  firms,  are  examined.  Current  small  busi- 
nesses and  leading  non-DBE  firms  within  these  industries  were 
studied  to  determine  their  competitive  postures  within  these  re- 
spective industries. 

I  would  like  to  submit  this  analysis  for  the  record  and  urge  that 
you  give  it  careful  study. 

To  its  credit,  DOT  issued  a  final  rule,  effective  June  1,  1992, 
which  responded  to  the  concerns  raised  by  AMAC  and  other  com- 
mentators by  raising  the  size  standards  to  $30  million  for  food/bev- 
erage and  retail  concessions,  $40  million  for  car  rental  agencies, 
1,500  employees  for  pay  telephone  concessions  and  $100  million  in 
total  assets  for  banks.  We  generally  favor  these  adjustments  in  the 
concession  size  standards  but  recognize  that  they  must  be  tested 
over  time  by  real  world  experience. 

AMAC  is  concerned,  however,  about  the  size  standards  which 
remain  unchanged  for  other  industries,  such  as  airport  planning, 
architectural  and  engineering  [A&E]  related  professional  services, 
and  automobile  dealerships.  AMAC  believes  that  the  current  size 
standards  are  unrealistically  low  for  these  industries  in  the  context 
of  airport  business. 

For  example,  the  award  of  one  or  two  major  A&E  projects  to  a 
DBE  firm  could  cause  that  firm  to  exceed  the  size  standard.  In  ad- 
dition, competing  for  an  A&E  project  for  a  firm  which  meets  the 
size  standards  is  not  realistic  because  this  size  firm  would  not  have 
the  necessary  resources. 

The  SBA  methodology  for  developing  size  standards  may  meet 
the  needs  of  the  8(a)  Program,  but  does  not  recognize  the  needs  of 
programs  which  require  direct  competition  with  nondisadvantaged 
firms.  AMAC  feels  strongly  that  the  economic  stability  of  the  pro- 
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gram  is  dependent  upon  appropriate  size  standards  which  allow 
DBE  firms  to  grow  and  compete  in  the  airport  market.  These 
standards  must  be  based  on  an  in-depth  economic  study  which  con- 
siders the  marketplace. 

The  Department  of  Transportation  recently  issued  a  notice  of 
proposed  rulemaking  which  would  revise  the  rule  under  which  the 
airport  DBE  Program  operates.  The  NPRM  addressed,  among  other 
issues,  a  graduation  program  for  DBE  firms.  AMAC  opposed  the  in- 
troduction of  such  a  program  in  its  comments  for  several  reasons, 
including  the  fact  that  size  standards  in  and  of  themselves  actually 
are  a  graduation  program. 

While  we  generally  oppose  the  proposed  graduation  program,  we 
feel  that  the  issuance  of  a  final  rule  is  an  appropriate  opportunity 
to  develop  size  standards  which  adequately  address  the  issues  faced 
by  DBE's  in  the  airport  environment  and,  thereby,  enhance  the  ob- 
jectives of  the  DBE. 

I  would  like  to  take  this  opportunity  to  submit  a  copy  of  AMAC's 
comments  to  the  NPRM  for  the  record. 

[The  information  may  be  found  in  the  appendix.] 

Ms.  West.  In  summary,  the  issue  of  SBA  size  standards  is  critical 
to  the  growth  and  development  of  the  airport  DBE  Program  since 
these  are  the  standards  under  which  the  current  program  operates. 
We  feel  that  it  is  important  that  the  SBA,  in  developing  its  stand- 
ards, consider  the  environment  in  which  the  various  industries  op- 
erate. 

We  ask  this  subcommittee  for  your  support  in  insuring  that  the 
methodology  used  by  SBA  to  develop  size  standards  recognizes  spe- 
cialized markets  and  current  business  data. 

Thank  you  for  permitting  me  to  appear  before  you  today.  I  will 
be  happy  to  respond  to  any  questions  you  may  have. 

[Ms.  West's  statement,  with  attachment,  may  be  found  in  the  ap- 
pendix.] 

Chairman  Mfume.  Thank  you  very  much,  Ms.  West. 

Without  objection,  the  comments  referenced  by  Ms.  West  will  be 
submitted  as  part  of  the  formal  record. 

Mr.  Fuller. 

TESTIMONY  OF  JOSEPH  FULLER,  JR.,  PRESIDENT,  FUTRON  CORP. 

Mr.  Fuller.  Thank  you.  My  name  is  Joe  Fuller.  I  am  the  presi- 
dent of  Futron  Corp.  It  is  really  an  honor  for  me  to  appear  before 
you  today  to  testify  on  the  need  for  expanded  SIC  code  size  stand- 
ards for  section  8(a)  firms. 

Our  position  is  that  the  size  standards  no  longer  reflect  the  reali- 
ty of  the  marketplace  and  must  be  substantially  enlarged,  if  com- 
panies such  as  Futron  are  to  develop  and  realize  their  potential. 

Minority  enterprise  is  important  to  the  success  of  urban  commu- 
nities and,  therefore,  the  Nation.  Minority-owned  businesses 
produce  jobs  for  our  people,  role  and  business  models  for  our  youth, 
political  influence  for  our  community,  and,  most  importantly, 
wealth  and  capital  for  investment. 

Quite  some  time  ago,  before  I  founded  Futron,  early  in  my 
career,  I  decided  that  there  would  never  really  be  true  equal  oppor- 
tunity unless  blacks  or  African-Americans  were  producers,  as  well 
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as  consumers,  so  at  that  time,  owning  a  business  became  an  all-con- 
suming idea  for  me,  and  it  was  the  genesis  for  Futron  approximate- 
ly 20  years  later.  I  had  had  a  long  Government  career  before  that 
for  20  years  in  the  Senior  Executive  Service.  Minority  businesses 
are  an  investment  in  America's  economic  system  and  our  future. 

Presently,  however,  minority  business  enterprises  are  an  underu- 
tilized national  resource.  Even  though  minorities  make  up  25  per- 
cent of  the  population,  they  only  own  9  percent  of  the  businesses. 
When  it  comes  to  Government  procurement  revenues,  80  percent  of 
the  revenues  go  to  big  business;  and  of  the  remaining  20  percent, 
only  about  3.9  percent  go  to  minority  businesses. 

We  understand  the  reason  for  the  current  size  standards.  Howev- 
er, we  believe  that  these  size  standards — which  are  meant  to  pro- 
tect small  businesses — end  up  restricting  small  businesses,  and  that 
this  restriction  results  in  ultimately  an  advantage  to  our  competi- 
tors. 

I  have  heard  a  lot  of  talk  today  about  protecting  the  small  busi- 
nesses, those  that  are  less  than  $1  million  in  revenue.  Also  about 
the  50  percent  that  do  not  have  any  business.  I  will  just  refer  you 
to  statistics  about  businesses  in  general.  Dunn  &  Bradstreet  reports 
thousands  of  business  fail  every  year,  and,  as  a  matter  of  fact,  I 
wouldn't  expect  all  those  businesses  to  be  successful.  What  is  really 
important  is  concerning  ourselves  with  economic  empowerment 
and  the  development  of  businesses  to  the  size  where  they  can  be  an 
influence  in  our  communities  and  in  our  urban  areas. 

So,  one  of  the  things  I  wanted  to  emphasize  in  my  testimony  is 
the  importance  of  size.  There  has  just  been  too  much  emphasis  on 
the  other  end  of  it.  We  are  still  a  relatively  small  company,  and  we 
have  only  been  in  the  8(a)  Program  for  about  4  years,  but  I  remem- 
ber when  we  didn't  have  a  contract,  and  what  it  took  to  get  it,  and 
basically  we  did  have  to  go  out  and  market  and  get  the  contracts. 

You  cannot  depend  on  the  SBA  to  deliver  a  contract  to  your 
doorstep,  so  it  is  possible,  and  I  will  go  into  a  little  bit  more  about 
our  own  firm,  and  where  we  are  now.  But  size  is  important  for  a 
number  of  reasons.  One  is  that  you  need  some  size  in  order  to  be 
competitive. 

If  we  look  at  who  we  are  competing  against  today,  we  are  com- 
peting against  some  very  large  businesses  once  you  graduate  from 
the  8(a)  Program.  So,  you  need  size  for  competition,  so  that  you  can 
have  resources,  so  that  you  can  level  the  playing  field  and  then 
compete  on  the  basis  of  differentiating  your  products  and  services 
from  that  of  your  competitors. 

Size  is  also  essential  to  development.  You  need  to  get  to  a  certain 
size  so  that  you  can  further  develop  and  refine  your  products  and 
services  and  the  management  infrastructure.  You  need  to  be  able 
to  put  the  resources  into  whatever  necessary  in  order  to  succeed  as 
a  business.  So,  you  have  to  get  up  to  a  substantial  size  in  order  to 
do  that. 

The  third  reason  size  is  important  is  maybe  for  the  reasons  that 
they  say  small  businesses  don't  succeed  well,  and  that  is,  that 
small  businesses  generally  don't  have  any  credibility.  Like  I  said, 
we  are  in  our  4th  year  in  the  program  and  only  recently  have 
people  begun  to  say,  hey,  I  think  I  have  heard  of  Futron.  What 
happens  when  we  compete  against  larger  companies,  which  we 
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have  done,  usually  the  customer  goes  with  the  larger  firm  because 
they  view  the  larger  firm  as  being  less  risky. 

The  other  thing  about  size  is  that  it  does  give  you  this  credibility 
in  the  marketplace,  and  you  really  need  that  credibility.  So,  it  is 
very  important  that  we  deal  with  the  other  side  of  the  thing  about 
size. 

A  fourth  reason,  which  isn't  in  my  written  testimony  but  I 
thought  of  later,  is  that  you  really  need  the  size  if  minority  busi- 
nesses are  going  to  influence  the  community.  The  mom  and  pop 
stores  that  exist  within  a  community  now  do  not  really  influence 
politically.  We  all  know  what  happens  and  what  a  General  Motors 
can  do  if  it  moves  into  a  Tennessee  town  or  something.  We  need  to 
get  those  kind  of  businesses.  It  took  a  long  time  for  General  Motors 
or  IBM,  which  are  having  problems  today,  to  get  where  they  are, 
but  they  had  to  start  small,  also. 

I  guess  what  I  would  like  to  do  now  is  talk  a  little  bit  about  the 
impact  on  my  own  company,  Futron,  and  I  will  tell  you  a  little  bit 
more  about  it. 

Futron  is  a  system  engineering  and  management  firm  that  in 
March  of  this  year  just  completed  our  4th  year  in  the  8(a)  Program. 
The  program  has  been  good  for  us.  I  view  it  as  a  developmental 
program.  It  has  really  served  that  purpose.  When  we  got  into  the 
program,  we  did  serve  our  2  years  of  dues  and  our  revenues  were 
approximately  a  little  under  $300,000,  and  I  am  proud  to  say  at  the 
end  of  1992,  our  revenues  were  nearly  $6  million,  just  short  of  $6 
million.  So,  the  program  has  been  especially  good  for  us,  and  I 
would  recommend  it  to  everyone.  I  think  that  they  ought  to  let  a 
lot  more  firms  in. 

I  believe  that  there  is  really  enough  business  out  there  for  every- 
one, and  that  the  better  firms  will  succeed,  and  my  objective  is  to 
continue  to  grow  and  develop.  We  have  a  developmental  strategic 
plan,  which  says  that  we  will  successfully  graduate  from  the  8(a) 
Program.  So,  I  believe  that  people  should  be  forced  to  graduate  and 
firms  should  grow  as  fast  as  they  can;  and  that  is  why  it  is  impor- 
tant that  we  take  these  size  restrictions  off — to  allow  firms  to  grow 
and  develop  as  fast  as  they  can. 

So,  how  has  it  impacted  Futron? 

Even  though  we  have  had  all  of  this  growth,  our  success  is  not 
completely  assured.  We  continue  to  go  out  and  market  and  corn- 
pete  for  contracts.  However,  we  have  reached  the  stage — our  phi- 
losophy, by  the  way,  our  business  approach  is  that  we  are  not  in 
one  business  area,  and  this  has  come  up  many  times  today,  also. 

We  said  we  are  an  engineering  and  management  services  firm 
and  in  our  particular  strategy — I  won't  go  into  a  lot  of  detail — re- 
quires that  we  have  engineering  SIC  codes,  management  SIC  codes 
as  well  as  information  systems  SIC  codes.  It  is  the  combination  of 
those  things,  and  those  are  the  capabilities  that  we  are  trying  to 
develop  in  order  to  grow  to  a  large  firm. 

As  the  Honorable  Parren  Mitchell  said,  it  is  hard  to  find  firms 
that  are  very  large,  but  our  vision  of  our  company  is  that  one  day 
we  will  be  5,000  people.  That  is  how  large  we  want  to  be.  We  don't 
really  want  to  be  any  larger,  so  we  are  striving  toward  that. 

My  concerns  is  about  what  SIC  codes  do  to  us.  They  really  re- 
strict us.  People  today  have  talked  about  premature  graduation. 
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For  us,  that  is  real.  In  our  management  SIC  codes,  we  are  already 
at  that  point  after  4  years.  Even  if,  as  things  are,  the  new  proposal 
goes  into  effect,  we  will  graduate  after  this  year  out  of  those  SIC 
codes  at  the  current  level. 

I  will  try  to  quickly  get  through  the  rest  of  this. 

Inflationary  effects  are  very  real.  I  think  you  heard  it  today. 
There  is  no,  as  Congressman  Talent  said,  reason  at  all  for  not  put- 
ting into  effect  the  current  proposed  SIC  codes.  I  mean,  it  is  the 
only  fair  thing  to  do. 

Increased  competition.  The  competition  is  coming  from  all  sides 
as  we  grow  and  develop. 

The  firms  I  compete  against  in  the  management  area  with  a  $3.5 
million  SIC  code  are  large  "big  eight"  accounting  firms,  manage- 
ment consulting  firms,  and  professional  service  firms.  I  challenge 
anyone  in  this  room  to  name  me  a  large  minority  management 
consulting  firm.  They  don't  exist.  But  they  do  exist  in  big  business. 

In  addition,  too,  large  engineering  firms  are  now  entering  the 
professional  services  area  and  providing  additional  competition  for 
us.  So,  it  is  very  important.  They  don't  have  to  bother  about  SIC 
codes.  They  just  compete. 

So,  again,  it  is  an  artificial  thing  for  us  to  concern  ourselves  with 
SIC  codes.  For  me,  the  engineering  SIC  codes,  which  have  been  re- 
stricted and  restraining  for  so  long,  and  the  management  services 
SIC  codes  are  entirely  too  small.  They  won't  provide  sufficient 
growth  at  $5  million.  The  management  SIC  code  will  not  provide 
sufficient  growth. 

I  think  they  also  lead  to  poor  business  practices.  You  have  heard 
a  number  of  them  today,  and  I  even  heard  of  a  couple  more  of 
them.  But  it  is  because  of  the  SIC  codes.  They  really  drive  compa- 
nies to  do  things  that  are  really  bad  business  practices  and  that  the 
other  companies  do  not  concern  themselves  with  at  all.  The  energy 
that  is  taken  up  by  my  having  to  understand  those  SIC  codes  and 
for  the  SBA  to  administer  them,  that  energy  could  go  into  growing 
and  developing  companies. 

I  am  really  about  growing  the  companies  to  the  size  where  they 
can  be  effective  and  also  make  an  impact  in  our  society,  and  small 
firms  have  to  start  somewhere,  but  the  ones  that  you  really  ought 
to  boost  are  the  ones  that  are  trying  to  become  large  and  influen- 
tial firms.  They  provide  a  limit  on  growth,  and  there  are  some 
other  things  that  drive  you  to  bad  business  practice. 

Approximately,  I  think,  three  or  four  of  my  contracts  are  2-year 
contracts.  Because  of  this  $3-million  threshold  on  competition  for 
sole  source,  that  threshold  is  entirely  too  small.  The  more  success- 
ful firms  ought  to  be  able  to  grow  fast  and  graduate  quicker  if  that 
was  taken  off.  That  is  a  recent  addition,  and  I  think  it  is  something 
that  the  Congress  said  that  they  would  look  at.  I  think  it  is  harm- 
ing the  8(a)  Program. 

I  guess  what  I  would  like  to  do  now  is  just  summarize  and  make 
some  recommendations  and  changes  I  think  that  need  to  be  made. 

One,  I  think  the  SBA  ought  to  be  immediately  directed  to  imple- 
ment the  proposed  SIC  code  size  standard  changes.  There  is  no 
reason  for  another  60  days  of  comment.  I  don't  think  that  is  going 
to  help  anything. 
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As  a  matter  of  fact,  it  is  going  to  harm  my  company.  I  think 
there  should  be  more  concern  about  all  the  companies  in  the  pro- 
gram, not  only  those  that  are  on  the  low  end.  I  think  that  they 
have  to  be  successful. 

They  have  to  start  there,  and  there  is  a  lot  of  opportunity  for 
them  out  there,  and  it  doesn't  come  directly,  as  others  have  said, 
from  the  SBA.  This  change  is  long  overdue.  It  should  have  hap- 
pened a  long  time  ago. 

I  think  also  there  are  some  artificial  restrictions  placed  on  the 
engineering  SIC  codes  that  have  been  in  effect  since  1975.  It  was 
referred  to  by  my  colleague  here.  I  think  those  ought  to  be  taken 
off. 

There  is  no  reason  for  it.  As  a  matter  of  fact,  I  think  it  helps  our 
competition.  To  be  honest,  I  think  a  lot  of  things  that  get  written 
into  the  legislation  and  all  are  the  basis  of  sophisticated  competi- 
tion who  can  lobby  and  get  more  things  into  the  legislation. 

I  am  trying  to  spearhead  an  effort  myself  to  get  the  minority 
companies,  which  are  splintered,  organized  so  we  can  have  that 
kind  of  influence.  I  am  not  going  to  go  into  adjusting  SIC  codes  for 
inflation.  I  think  43  percent  information  over  10  years  is  a  low  in- 
dicator. I  think  there  are  others  that  are  not  as  conservative.  I 
think  if  you  look  over  time,  there  might  be  others  you  could  use.  It 
is  not  a  critical  thing. 

I  would  like  to  jump  to  my  last  recommendation,  which  I  have 
heard  several  times  today,  and  I  really  applaud,  and  that  is  the  one 
if  you  really  want  to  simplify  this  system,  let's  get  two  SIC  codes, 
and  I  think  we  can  devise  it  so  it  could  be  very  arbitrary,  and  the 
500  level  is  the  level  I  think  is  very  appropriate.  I  am  talking  about 
employee  level. 

I  think  below  that  level  you  get  into  a  situation  where  you  would 
be  graduating  people  early  again  and  not  allowing  them  to  grow, 
with  certain  types  of  companies.  For  manufacturing  and  R&D  com- 
panies perhaps  something  like  a  1,000  or  1,500  is  more  important.  I 
think  it  should  be  a  spread  there,  but  I  would  also  recommend,  in 
addition,  that  we  keep  some  time  limits,  so  that  these  firms  that 
are  languishing  and  that  are  not  going  to  succeed,  that  they  be  al- 
lowed to  graduate. 

In  summary  and  conclusion,  Futron  fully  supports  the  intent  and 
the  recent  action  of  Congress  and  the  SBA  to  bring  these  size 
standards  in  line  with  current  market  conditions.  The  changes  pro- 
posed, or  similar  ones,  would  allow  small  firms  an  appropriate 
timeframe  for  building  upon  the  resources  they  possess,  establish- 
ing reputation,  building  up  capital,  and  gaining  the  experience  nec- 
essary for  competing  in  what  is  an  increasingly  sophisticated  and 
competitive  marketplace. 

The  business  world  is  going  through  a  lot  of  changes  now  and 
with  change  comes  a  lot  of  opportunity,  and  we  must  be  prepared 
to  take  advantage  of  that  opportunity. 

We  are  in  the  midst  of  a  business  revolution,  and  there  are  many 
opportunities  for  us.  Small,  minority-owned  businesses  are  too  im- 
portant a  resource  to  squander.  While  regulation  is  important,  we 
must  be  careful  not  to  overly  restrict  the  growth  and  development 
of  these  fragile  enterprises. 
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These  enterprises  are  limited  in  their  abiUty  to  protect  them- 
selves from  the  formidable  competition  they  face  and  becoming  a 
force  in  a  global  economy  and  changing  society.  The  Congress  and 
SBA  must  assume  a  strong  position  of  advocacy  for  small,  disad- 
vantaged business,  removing  artificial  barriers  to  growth  and  suc- 
cess. 

Again,  I  would  like  to  thank  you  for  the  opportunity  to  testify 
before  you  today.  I  apologize  for  taking  a  little  longer  than  I  prob- 
ably should  have,  but  I  really  feel  an  emotional  kinship  with  your 
mission,  and  I  stand  ready  to  help  in  any  way  I  can. 

[Mr.  Fuller's  statement  may  be  found  in  the  appendix.] 

Chairman  Mfume.  Thank  you  very  much.  Mr.  Fuller. 

Mr.  Quick,  thank  you  for  being  so  patient.  I  am  going  to  make 
the  assumption  that  your  name  is  reflective  of  your  testimony;  but 
even  if  I  am  wrong,  take  your  time. 

TESTIMONY  OF  EDWARD  QUICK,  CHAIRMAN,  GOVERNMENT  AF- 
FAIRS  COMMITTEE,  INTERAMERICAN  TRAVEL  AGENTS  SOCIE- 
TY 

Mr.  Quick.  Good  afternoon.  Mr.  Chairman,  members  of  the  sub- 
committee. I  am  Edward  Quick,  and  I  am  the  chairman  of  the  Gov- 
ernment Affairs  Committee  of  the  InterAmerican  Travel  Agents 
Society. 

The  InterAmerican  Travel  Agents  Society,  commonly  known  as 
ITAS,  is  the  oldest  and  largest  minority  travel  agency  organization. 
We  consider  it  a  privilege  to  participate  in  the  hearing  on  efforts 
by  the  Small  Business  Administration  to  streamline  its  size  stand- 
ards table  for  small  businesses  that  are  eligible  for  Federal  assist- 
ance programs. 

ITAS  is  a  nonprofit  trade  association  comprised  primarily  of  Af- 
rican-American travel  agency  owners  in  the  continental  United 
States.  ITAS  seeks  to:  Improve  the  economic  development  of  its 
membership;  to  create  public  trust  and  to  encourage  the  use  of  mi- 
nority travel  agencies  in  all  travel  planning;  to  establish  and  main- 
tain among  its  members  a  firm  set  of  ethics  in  the  operation  of 
their  agencies;  to  combat  prejudice  in  all  of  its  forms  found  in  the 
travel  industry,  and  there  are  many;  and  to  bring  to  the  attention 
of  its  members  the  problems  of  the  travel  industry  and  to  research 
methods  to  remedy  them,  particularly  those  issues  of  concern  to 
the  minority  and  small  agency  community. 

ITAS  was  disturbed  when  the  Notice  of  December  31,  1992,  was 
published.  The  ITAS  board  of  directors  met  on  February  20,  1993, 
and  concluded  that  from  opinions  of  the  travel  agencies  that  we 
represent,  the  size  standard  as  it  pertains  to  travel  agencies  should 
be  above  the  present  ceiling  of  $5  million  in  annual  gross  receipts, 
but  not  higher  than  $15  million  in  annual  gross  receipts. 

The  SBA  proposed  a  new  standard  of  $50  million  in  annual  re- 
ceipts, and  this  would  be  totally  unrealistic  and  unacceptable.  The 
$15-million  level  would  give  the  Federal  Government  a  wider  range 
of  competitive  bidders  and,  at  the  same  time — and  I  say  this  tongue 
in  cheek — may  give  small,  disadvantaged  businesses  a  more  repre- 
sentative share  of  the  $20  billion  travel  market.  Public  policy  re- 
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quires  that  a  fair  share  of  Government  business  be  done  with 
SDB's. 

Government  agencies  only  half-heartedly  comply  with  this 
policy,  and  they  do  it  with  very  limited  enthusiasm.  They  have  ap- 
proved, in  many  instances,  spurious  implementation  plans  that  do 
not  reflect  the  spirit  of  the  law.  Often,  subcontracting  plans  are  al- 
lowed that  lack  good  faith  and  result  in  pure  exploitation. 

Specifically,  regarding  related  issues  of  injustices  in  the  travel 
arena,  we  would  like  to  bring  the  following  items  to  your  attention. 

Some  $20  billion  are  spent  annually  by  the  Department  of  De- 
fense; the  civilian  agencies  are  handled  by  the  General  Services 
Administration.  GSA  does  all  the  contracting,  travel  contracting 
for  the  civilian  travel  agencies.  In  addition,  the  Federal  legislative 
branch.  States,  and  Government  contractors,  all  spend  for  official 
travel.  Of  this  total,  $20  billion  in  travel  awards,  small  disadvan- 
taged businesses  have  received  less  than  1  percent  of  this  total. 

Under  the  SBA  proposal  of  $50  million  annual  gross  receipts, 
travel  agencies  presently  in  the  $20  to  $50  million  categories  would 
be  eligible  to  participate  in  the  small  business  set-aside  programs. 
They  would  no  doubt  dominate  these  programs  because  of  their 
varied  resources. 

The  General  Service  Administration  still  refuses  to  set  aside  any 
travel  contracts  for  small  disadvantaged  businesses.  There  are  only 
minimum  small  business  set-asides.  Mandatory  subcontracting  is 
not  required  under  any  circumstances  by  GSA.  So  far,  virtually  all 
small  business  set-asides  have  been  awarded  to  nonminorities. 

Nothing  has  changed  since  the  General  Accounting  Office  re- 
leased its  report  in  1991  concluding  that  GSA  had  excluded  small, 
disadvantaged  businesses  from  the  GSA  travel  service  program.  I 
refer  you  to  the  GAO  report,  GAO/GGD-91058BR. 

According  to  the  GAO,  less  than  1  percent  of  all  civilian  Govern- 
ment contracts  with  travel  agencies  were  awarded  to  SDB's.  Specif- 
ically, about  90  percent  of  the  contracts  went  to  large  businesses, 
that  is,  agencies  with  annual  gross  receipts  in  the  $250-million  to 
$2-billion  categories;  9  percent  went  to  small  businesses  other  than 
SDB's. 

Megatravel  agencies  quite  often  abuse  the  military's  subcontract- 
ing process.  Prime  contractors  sometimes  delay  identifying  subcon- 
tractors until  the  contract  is  well  underway.  Low  volume  remote 
areas  are  often  selected  for  subcontracting  when  more  profitable 
urban  locations  are  available  under  the  contract. 

Sometimes,  unpredictable,  nebulous  portions  of  the  contract,  that 
is,  leisure  travel,  are  systematically  assigned  to  the  subcontractors, 
and  finally  the  use  of  subcontractors  for  nontravel  related  services 
such  as  courier,  janitorial,  et  cetera,  is  fairly  commonplace. 

We  see  that  8(a)  firms  are  virtually  ignored.  Since  1984,  only 
three  contracts  of  less  than  $1.5  million  have  been  awarded  to  8(a) 
firms. 

The  U.S.  Marine  Corps  and  the  U.S.  Navy  have  shown  no  initia- 
tive in  providing  participatory  roles  for  SDB's  and  small  businesses 
in  their  travel  service  programs. 

The  Air  Force  is  the  only  Federal  Government  component  to 
make  a  conscientious  effort  to  set  aside  significant  travel  contracts 
for  small  disadvantaged  businesses. 
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A  substantial  portion  of  the  Government's  travel  business  is  cur- 
rently handled  by  the  Scheduled  Airline  Traffic  Offices,  SATO,  and 
its  sister  company,  the  Combined  Airline  Traffic  Offices,  CATO. 
CATO  has  a  strong  presence  on  Capitol  Hill,  and  they  dominate 
most  of  the  congressional  travel. 

Both  companies  are  corporations  wholly  owned  by  the  domestic 
airlines.  SATO  operates  as  a  full-service  travel  agency  whose  staff 
of  2,000  provides  official  and  leisure  travel  services,  air  plus  rail, 
rental  car,  cruise,  and  tour,  and  hotel  bookings  to  military  and 
Government  customers. 

Multinational  corporations,  the  Fortune  100  companies,  includ- 
ing major  defense  and  aerospace  contractors,  do  not  use  minority 
travel  agencies. 

In  conclusion,  we  urge  your  subcommittee  to  raise  the  awareness 
level  of  the  U.S.  Government  and  the  U.S.  Government  contractors 
to  create  contracting  opportunities  for  minority-owned  travel  agen- 
cies. Require  either  set-asides  or  meaningful  subcontracting.  Posi- 
tive steps  by  major  corporations  is  essential. 

I  neglected,  in  my  comments,  to  make  reference  to  the  White 
House  travel.  That  is  a  part  of  this  total  component.  I  understand 
now  that  the  White  House  is  bringing  the  GSA  in  and  GSA  has 
approved  the  American  Express  to  handle  the  travel  on  a  tempo- 
rary basis.  Ultimately,  they  will  put  this  out  for  competitive  bid- 
ding. If  they  do  put  it  out  for  competitive  bidding,  we  would  hope 
that  you  would  use  the  good  influences  of  your  committee  to  make 
sure  that  there  is  some  minority  travel  participation  in  the  White 
House  travel. 

I  have  concluded  my  comments,  and  I  would  be  glad  to  address 
any  questions  you  or  the  members  of  the  subcommittee  may  have. 

[Mr.  Quick's  statement  may  be  found  in  the  appendix.] 

Chairman  Mfume.  Thank  you,  Mr.  Quick. 

I  think  you  can  rest  assured  that  whatever  is  finally  done  with 
the  White  House  travel  office,  it  will  be  all-inclusive  and  free  of 
any  questionable  ties,  as  has  been  the  case.  I  am  speaking  not  on 
behalf  of  the  White  House,  but  as  a  legislator  who  recognizes  that 
there  are  inherent  problems  that  go  beyond  whether  or  not  they 
are  using  minorities.  It  speaks  to  some  of  the  problems  that  are 
going  on  in  the  press. 

Mr.  Quick,  let  me  ask  something  of  you.  You  mentioned  in  your 
testimony  that  you  thought  $15  million  was  the  right  amount  in 
terms  of  a  ceiling.  I  assume  that  is  correct? 

Mr.  Quick.  This  is  correct,  sir. 

Chairman  Mfume.  The  SBA  was  proposing  a  ceiling  of  $50  mil- 
lion? 

Mr.  Quick.  Yes;  $50  million. 

Chairman  Mfume.  You  refer  to  the  megacorporations  as  those 
being  over  $250  million. 

So,  can  you  of  give  us  an  explanation  as  to  why  you  have  some 
anguish  or  fear  or  reluctance  to  believe  that  the  $50-million  ceiling 
is  something  that  would  work  on  behalf  of  small  businesses? 

Mr.  Quick.  No;  I  don't  think  the  $50  million  ceiling  would  work. 
I  think  that  is  far  too  high.  What  I  am  saying  is  that  somewhere 
above  the  current  level  of  $5  million,  and  we  think  perhaps  $15 
million  is  at  least  something  that  we  can  strive  to  achieve.  We 
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have  at  least  three  or  four  members  who  are  now  over  the  $5  mil- 
lion, and  if  they  are  successful  in  obtaining  Government  contracts, 
could  very  easily  be  in  the  $15  million. 

Chairman  Mfume.  I  am  trying  to  get  at  why  you  think  the  $50- 
million  level  is  too  high. 

Mr.  Quick.  I  think,  number  one,  if  the  level  is  established  at  $50 
million  you  are  going  to  increase  the  participatory  level  significant- 
ly. There  are  out  there  probably  400  or  500  companies  that  are  in- 
between  the  current  level  and  the  $50-million  level.  They  are  not 
small  enough  to  compete  for  small,  disadvantaged  business  set- 
asides,  and  they  are  too  small  to  compete  with  the  mega-agencies 
for  the  major  contracts,  so  they  are  in  between,  but  they  have  the 
capabilities,  and  if  they  were  permitted  to  participate  in  this  pro- 
gram, I  think  they  would  actually  dominate  it,  because  they  are 
competent  agencies,  and  they  have  the  wherewithal  and  resources. 
When  I  speak  of  resources,  I  am  talking  about  equipment,  skilled 
staff  personnel,  and  the  bank  financing  that  one  has  to  have  in 
order  to  compete  in  this  arena. 

Chairman  Mfume.  I  was  just  trying  to  reconcile  your  remarks 
with  what  I  thought  to  be  the  remarks  of  Mr.  Fuller  who  was 
saying  that  companies  ought  to  be  allowed  to  grow  and  to  expand, 
and  that  is  something  we  ought  to  encourage,  and  yet,  if  we  find 
ourselves  creating  a  category  based  on  a  ceiling,  that  keeps  sorne 
firms  out  and  some  firms  in  based  on  where  they  may  be  in  their 
market  share  and  their  capabilities.  I  just  had  some  problems  rec- 
onciling that. 

But  maybe  Mr.  Fuller  will  comment  on  it  in  just  a  moment. 

Mr.  Quick,  you  pointed  out  the  fact  that  the  GSA  has  less  than  1 
percent  of  contractual  awards  to  minority  contractors  in  this  field? 

Mr.  Quick.  This  is  correct,  sir. 

Chairman  Mfume.  Maybe  we  ought  to  get  GSA  in  before  this 
subcommittee.  We  are  going  to  have  DOD  here.  I  would  certainly 
hope  you  would  come  back  and  join  us  for  those  hearings.  We 
expect  to  have  the  Department  of  Defense  in  within  the  next  4  or  5 
weeks.  I  would  like  to  get,  at  least  for  this  subcommittee,  the  fig- 
ures that  you  are  quoting  and  anything  else  that  you  might  think 
would  be  helpful  for  the  record  in  terms  of  how  we  place  before 
DOD  certain  questions  regarding  what  they  may  or  may  not  be 
doing  in  this  particular  area. 

If  you  could  submit  those  to  the  committee  staff,  I  would  appreci- 
ate that  very  much. 

Mr.  Quick.  I  will  be  glad  to,  and  in  all  fairness,  Mr.  Chairman,  I 
only  identified  the  Air  Force  as  being  the  component  taking  a  posi- 
tive steps.  We  have  been  working  very  diligently  with  the  Depart- 
ment of  the  Army,  and  we  are  quite  pleased  to  announce  that  they 
have  amended  their  most  recent  solicitation,  that  is,  the  travel 
services  for  Defense  region  II,  which  is  the  southeastern  portion  of 
the  United  States,  including  all  of  the  southeastern  States,  and  in 
this  amendment  the  Army  now  requires  subcontracting  plans  to  be 
a  part  of  the  bid  submission.  These  plans  will  be  part  of  the  evalua- 
tion process.  The  amendment  also  requires  that  5  percent  of  the 
contract  be  set  aside  for  SDB's  and  5  percent  for  small  businesses. 

In  the  past,  there  has  been  a  lumping  of  small  businesses  and 
small  disadvantaged  businesses  together  with  no  distinction  be- 
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tween  the  two.  Inevitably,  the  small  businesses  would  be  the  ones 
awarded  the  contract.  The  Army  now  has  made  that  distinction. 
The  Army  has  also  said  that  the  subcontracting  must  be  for  travel- 
directed  services,  as  opposed  to  activities  that  are  not  directly  relat- 
ed to  travel. 

So,  we  are  encouraged  by  the  Army's  conscientious  efforts  to 
make  this  a  fair  game. 

Chairman  Mfume.  OK.  Mr.  Fuller,  I  have  one  question  of  you 
before  I  yield  to  my  colleague. 

You,  to  some  extent,  took  the  other  approach  from  some  of  the 
testimony  offered  earlier.  I  believe  it  was  Mr.  Mitchell  who  said 
that  the  SBA  ought  to  be  going  out  and  trying  to  find  contracts, 
and  find  these  contractors,  and  put  them  together.  I  understood 
you  to  say  that  the  SBA  should  not  have  to  go  out  and  place  con- 
tracts at  the  doorstep  of  any  small  business. 

You  went  on  to  say  that  better  firms  will  succeed.  I  want  to  ask 
about  those  firms  that  have  the  potential  to  be  better,  but  that  are 
brand  new  in  the  program,  and  don't  necessarily  understand  the 
marketing  requirements  to  get  contracts.  They  have  a  great  deal  of 
promise  and  potential  but  may  not  fit  the  definition  of,  quote, 
being  a  better  firm.  How  do  we  go  about — and  particularly  the 
SBA — making  sure  that  they  succeed  just  like  the  others  you  refer- 
enced? 

Mr.  Fuller.  I  didn't  intend  to  sound  too  harsh.  I  was  really 
trying  to  speak  to  what  routinely  happens  in  business. 

Yes;  I  believe  there  are  firms  that  do  not  have  contracts,  that 
have  the  potential  for  getting  contracts,  and,  with  some  assistance, 
would  be  able  to  obtain  those  contracts. 

Those  firms  should  be  given  that  assistance.  I  guess  what  I  am 
really  saying  is  that  there  are  a  lot  of  firms  out  there  that  don't 
have  the  capability,  also,  and  that  is  a  much  more  difficult  problem 
to  deal  with.  I  think  that  is  why  SBA  tries  to  look  for  people  with  2 
years  of  experience  with  some  existing  capabilities. 

So,  no;  I  don't  believe  that.  As  a  matter  of  fact,  as  Mr.  Beltran 
has  said  earlier,  I,  too,  counsel  8(a)  firms  and  have  assisted  8(a) 
firms  in  getting  qualified  and  obtaining  some  contracts  through 
marketing  so,  yes;  some  of  those  firms  can. 

All  I  am  saying  is  don't  quote  to  me  50  percent  of  the  firms  out 
there,  because  I  am  saying  a  large  number  of  firms  will  not  succeed 
and  aren't  qualified,  and  you  have  to  face  up  to  the  reality  of  that, 
but  a  large  number  of  them  could  be  assisted. 

Chairman  Mfume.  Mr.  Machtley. 

Mr.  Machtley.  Thank  you.  I  appreciate  very  much  your  testimo- 
ny here  trying  to  help  us  understand  the  real  world  and  the  real 
numbers  involved.  It  is  sometimes  difficult  to  understand  how 
these  SIC's  actually  work,  and  what  is  intended  is  capable  of  being 
implemented.  Oftentimes,  public  policy  is  difficult  to  translate  into 
regulations. 

Mr.  Fuller,  I  wanted  to  follow  up  on  one  of  the  statistics  that 
struck  my  attention.  You  said  in  your  testimony  that  a  1986  survey 
of  a  1991  SBA  study  showed  that  graduates  of  the  8(a)  Program 
from  1987  to  1990  had  failure  rates  between  48  and  66  percent. 

I  know  what  you  have  testified  relative  to  what  would  be  desira- 
ble, but  what  should  we  take  from  these  fairly  high  statistics?  That 
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once  they  get  out,  they  haven't  developed  the  tools,  or  they  are 
somehow  just  not  able  to  get  into  the  marketplace?  Do  we  need  a 
follow-on  program? 

Mr.  Fuller.  I  think  the  problem,  at  least  that  I  am  concentrat- 
ing on  at  this  point  in  our  development,  is  developing  those  tools 
early  on  and  focusing  on  where  we  want  to  be  when  we  graduate. 
That  is  fully  competitive  and  with  a  reputation  for  delivering  high 
quality  products  and  services  in  the  marketplace. 

I  think  what  happens  is  that  companies  are  forced  to  graduate 
prematurely,  and,  therefore,  they  are  not  really  ready  for  this.  In 
some  cases,  the  program,  as  I  have  said  and  testified,  is  truly  a  ben- 
efit and  advantage  to  companies  that  are  developing,  but  if  you 
concentrate  too  much  on  what  the  program  offers  in  terms  of  the 
protective  market,  you  will  end  up  not  being  prepared  when  the 
time  comes. 

What  I  also  testified  to  is  the  importance  of  size  in  competition. 
It  is  really  ruthless  out  there,  and  you  can  be  the  best  firm,  but  if 
you  are  competing  against  a  $l-billion  firm,  it  is  very  difficult,  and 
you  have  to  pick  your  spots  and  so  on  and  so  forth. 

Mr.  Machtley.  Thank  you,  I  yield  back. 

Chairman  Mfume.  I  just  have  one  other  question.  It  is  for  you 
Ms.  West.  You  spoke  in  your  testimony  several  times  of  airport 
concessions  or  operations  that  for  one  reason  or  another  have  SIC 
codes  that  you  find  arbitrary  and  punitive  to  some  extent.  Would 
you  favor,  as  has  been  suggested  here  earlier,  maybe  just  two  SIC 
code  classifications? 

Ms.  West.  I  think  it  would  be  a  little  bit  more  difficult  in  an  air- 
port environment  to  have  two  SIC  codes,  particularly  because  of 
the  nature  of  the  in  the  concession  side  of  things.  The  concession 
business  is  a  whole  lot  different  than  it  is,  say,  for  a  company  like 
Mr.  Fuller's. 

I  don't  want  to  say  yes  or  no.  I  would  say  I  would  have  to  really 
think  about  that  question  because  in  an  airport  environment,  con- 
cessions are  very  different.  You  have  food  and  beverage  concessions 
and  you  have  retail  concessions.  You  have  other  kinds  of  conces- 
sion businesses  that  have  different  kinds  of  SIC  codes  already,  and 
they  may  not  be  compatible  with  each  other  if  you  just  use  two.  I 
don't  know  how  it  would  fit  into  the  airport  environment. 

Chairman  Mfume.  What  about  if  you  used  two,  but  they  are 
broad  enough  and  have  a  high  enough  ceiling  that  they  wouldn't 
be  punitive,  as  is  the  case  with  some  of  those  that  are  referenced 
earlier? 

Ms.  West.  My  problem  with  that  in  terms  of  SBA  size  standards 
would  be  similar  to  the  problem  Mr.  Quick  raised  because  people  in 
the  airport  environment  have  to  compete  with  the  larger  market- 
place, so  it  would  make  sense  for  the  SIC  codes  and  the  dollar 
amounts  to  be  higher.  For  an  example,  I  think  I  gave  you  the  con- 
cessions level  that  was  raised  for  food,  beverage,  and  retail.  It  used 
to  be  $12  million  and  now  it  is  $40  million. 

Airports  are  very  unique  in  the  marketplace.  I  don't  know  how 
that  would  be  compatible  and  how  it  would  benefit  smaller  busi- 
nesses because  they  would  have  to  compete  with  much  larger  firms 
that  may  not  be  small. 
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Chairman  Mfume.  So,  you  are  sort  of  getting  back  to  the  point 
that  Mr.  Quick  made. 

Ms.  West.  Yes;  but  understand  me,  please,  in  the  airport  envi- 
ronment it  is  a  whole  lot  different  in  terms  of  concessions.  The 
A&E  number  problems  I  cited  are  a  problem  for  every  A&E, 
whether  they  are  in  an  airport  environment  or  not.  But  conces- 
sions are  very  different. 

Chairman  Mfume.  I  think  what  is  part  of  the  larger  problem 
that  is  feeding  this,  particularly  for  the  SBA,  and  I  have  never 
been  a  great  defender  of  the  SBA,  let  me  just  say  that  every  differ- 
ent business  is  different.  Now  I  am  being  redundant  because  the 
needs  and  the  requirements  tend  not  to  be  the  same  and  because, 
as  Mr.  Quick  has  suggested,  if  we  take  ceilings  too  high,  we  run  the 
risk  of  opening  the  competitive  arena  by  others  that  will  swallow 
and  dominate. 

It  really  becomes  difficult  to  try  to  find  a  happy  medium,  and  to 
go  back  to  Mr.  Mitchell's  statement  about  maybe  the  only  deter- 
mining factor  ought  to  be  number  of  employees,  as  opposed  to  reve- 
nue, and  I  hear  some  of  this  other  testimony.  I  am  just  trying  to 
find  a  way,  as  I  begin  to  close  this,  if  you  have  some  recommenda- 
tions, all  or  either  of  you,  that  may  be  the  same,  because  I  know 
you  have  different  recommendations,  but  something  you  can  strike 
a  common  chord  on  as  this  subcommittee  might  consider  as  we  go 
about  the  process  of  making  some  recommendations  as  a  subcom- 
mittee to  the  SBA.  Nothing  that  you  have  in  common? 

Ms.  West.  I  would  like  to  make  one  comment.  The  size  standards 
that  are  used  in  the  airport  environment  are  the  SBA  size  stand- 
ards. However,  there  is  no  mandate  that  the  Department  of  Trans- 
portation has  to  use  those  size  standards  because  they  have  their 
own  program  which  is  the  Federal  DBE  Program,  and  they  set  the 
size  standards  based  on  airport  activities. 

I  just  would  like  to  urge  the  subcommittee  to  press  upon  the  De- 
partment of  Transportation  to  divorce  itself  from  the  use  of  the 
SBA  size  standards  in  the  airport  environment  because  the  compe- 
tition is  very  different  in  the  airport  environment  than  it  is  on  the 
open  marketplace,  and  I  think  that  point  in  particular,  although  it 
is  not  directly  related  to  the  SBA  itself.  I  mean  I  really  do  feel 
strongly  that  the  Department  of  Transportation  should  not  use  the 
SBA  size  standards  for  its  program  because  of  the  revenues  that 
are  generated,  particularly  in  the  concessions  arena. 

Chairman  Mfume.  OK.  Mr.  Fuller. 

Mr.  Fuller.  I  don't  know  if  there  is  some  common  ground.  I 
could  live  with  the  size  standards  and  them  varying  if  they  reflect- 
ed the  reality  of  the  marketplace.  There  were  a  lot  of  questions  of 
the  Administrator  earlier  about  how  do  you  determine  these  things 
and  all.  It  is  difficult  for  me  to  understand  how  they  can  be  deter- 
mined the  way  they  currently  are,  so  that  they  really  reflect  the 
reality  of  the  marketplace.  In  my  testimony,  I  gave  some  examples 
of  who  we  are  competing  against,  yet  we  are  graduating  out  of  the 
SIC  codes  this  year. 

Chairman  Mfume.  I  assume  all  of  you  would  prefer  a  much  more 
rapid  reclassification  or  review  of  SIC  codes  as  opposed  to  the  way 
they  seem  to  be  done  now. 

Mr.  Fuller.  Definitely. 
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Ms.  West.  Yes. 

Mr.  Fuller.  That  is,  by  the  way,  the  advantage  of  the  people,  the 
employee  SIC  code.  You  have  that  because  employees'  salaries  rise 
with  inflation  and  all  that  automatically  happens.  So,  it  is  a  con- 
stant. 

Chairman  Mfume.  Let  me  thank  all  of  you  for  appearing  here 
and  being  patient  enough  to  sit  through  the  other  testimony  and  to 
offer  yours.  The  subcommittee  appreciates  it  very,  very  much  and 
would  hope  to  have  the  opportunity  to  be  able  to  talk  to  you  about 
this  and  other  issues  in  the  future. 

Mr.  Mfume.  Thank  you  again  for  being  with  us. 

The  Subcommittee  on  Minority  Enterprise,  Finance,  and  Urban 
Development  stands  adjourned. 

[Whereupon,  at  12:53  p.m.,  the  subcommittee  was  adjourned,  sub- 
ject to  the  call  of  the  Chair.] 


45 
APPENDIX 


STATEMENT  OF 

THE  HONORABLE  KWEISI  MFUME 

CHAIRMAN 

SUBCOMMITTEE  ON  MINORITY  ENTERPRISE,  FINANCE  AND 
URBAN  DEVELOPMENT 

HEARING  ON 
8BA  EFFORTS  TO  STREAMLINE  SIZE  STANDARDS 

May  25,  1993 

Members  of  the  Subcommittee,  witnesses.  Ladies  and  Gentlemen, 
today,  the  Subcommittee  on  Minority  Enterprise,  Finance  and  Urban 
Development  will  examine  the  utility  of  a  proposed  rule  issued  by 
the  preceding  Administrator  of  the  Small  Business  Administration 
(SEA)  to  streamline  its  size  standards  table  for  small  businesses 
eligible  for  SBA's  assistance  programs. 

To  put  the  size  standard  issue  in  perspective,  I  am  compelled 
to  visit,  for  just  a  moment,  with  the  enacting  statute  that 
established  the  underlying  policy.  The  Small  Business  Act  of  1958, 
as  amended,  defines  a  small  business  as  a  concern  which  is 
independently  owned  and  operated  and  which  is  not  dominant  in  its 
field  of  operation.  In  addition  to  this  criteria,  SBA's 
Administrator  is  authorized  to  establish  a  detailed  definition  of 
small  business  using  criteria  such  as  number  of  employees  and 
dollar  volume  of  business.  Where  the  number  of  employees  is  used 
as  one  of  the  criteria,  the  statute  requires  that  the  maximum 
number  shall  vary  from  industry  to  industry  to  the  extent  necessary 
to  reflect  differing  characteristics  of  such  industries  and  to  take 
proper  account  of  other  relevant  factors. 
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For  purposes  of  SBA's  8(a)  procurements,  the  Defense 
Department  Small  Disadvantaged  Business  (SDB)  procurements,  and 
government-wide  small  business  set-asides,  size  standards  are  the 
rules  developed  by  SEA  that  establish  the  maximum  number  of 
employees  and  the  maximum  dollar  volume  a  business  may  have  to 
maintain  its  small  business  status.  It  should  be  noted  here  that 
size  standards  for  certain  industries  have  been  either  established 
by  statute  or  prohibited  by  statute  from  change  until  after 
September  30,  1993. 

The  size  standard  changes  proposed  by  the  prior  SEA 
Administrator  would  have  compressed  the  current  system  of  thirty 
size  standard  levels  to  nine,  while  adjusting  for  inflation.  SEA 
characterizes  the  various  industries  by  use  of  a  "Standard 
Industrial  Classification  or  "SIC"  codes.  In  its  announcement 
published  in  the  December  31,  1992  Federal  Register.  SBA  indicated 
that  by  reducing  the  number  of  fixed  size  standard  levels,  it  would 
lessen  confusion  and  "needless  complication"  and  therefore  make  it 
easier  for  a  business  to  know  which  size  standard  applies  to  it. 
For  purposes  of  the  8(a)  program,  it  was  estimated  that  about 
10,400  firms  would  gain  small  business  eligibility  pursuant  to  the 
proposed  streamlining  of  receipt-based  size  standards  and  inflation 
adjustments. 

Although  SBA's  proposed  rule  was  subsequently  withdrawn,  there 
are  indications  that  it  will  be  resubmitted  in  one  form  or  another. 
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This  subcommittee,  and  this  Congress,  has  an  obligation  to  insist 
that  a  rational  basis  be  clearly  demonstrated  by  SBA  for  setting, 
and  in  this  instance,  changing,  size  standards  so  that  we  achieve 
an  equitable  distribution  of  benefits  of  SBA's  assistance  programs, 
and  procurement  opportunities  across  all  categories  of  goods  and 
services  purchased  by  the  federal  government. 

We  must  balance  the  need  to  encourage  new  market  entrants  by 
providing  opportunities  for  growth  and  development,  with  the 
necessity  to  prevent  market  domination.  By  convening  this  hearing, 
this  subcommittee  endeavors  to  provide  the  Congress  and  SBA  with  an 
industry  perspective  on  the  cumulative  effects  of  the  proposed  size 
standard  changes  on  competition,  graduation  and  related  issues  as 
well  as  alternatives  that  may  not  have  been  considered. 
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STATEMENT  FOR 

CONGRESSMAN  FLOYD  H.  FLAKE 

BEFORE  THE  SUBCOMMITTEE  ON 

MINORITY  ENTERPRISE,  FINANCE  AND  URBAN  DEVELOPMENT 

MAY  25,  1993 


GOOD  MORNING  MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE. 
I  WELCOME  OUR  WITNESSES  AND  I  LOOK  FORWARD  TO  THE  INSIGHT  THEY  WILL 
PROVIDE  IN  THEIR  TESTIMONY  AND  SUBSEQUENT  DISCUSSION  REGARDING  SIZE 
STANDARDS . 

FIRST,  MR.  CHAIRMAN,  I  WOULD  LIKE  TO  THANK  YOU  FOR  HOLDING 
THIS  HEARING  AND  I  LOOK  FORWARD  TO  WORKING  WITH  YOU  IN  YOUR 
CHAIRMANSHIP  OF  THIS  SUBCOMMITTEE.  I  BELIEVE  THAT  THIS 
SUBCOMMITTEE  PROVIDES  A  GREAT  OPPORTUNITY  TO  LOOK  INTO  A  VARIETY 
OF  ISSUES  CONFRONTING  THE  MINORITY  COMMUNITY  AND  THE  DEVELOPMENT 
OF  OUR  URBAN  AREAS  THAT  HAVE  BEEN  SUBJECT  TO  GROSS  NEGLECT. 

TODAY  WE  MEET  TO  CONFRONT  THE  ISSUE  OF  SIZE  STANDARDS  THAT 
DETERMINE  THE  CRITERIA  FOR  SMALL  BUSINESSES.  AND,  MORE  EXPLICITLY, 
THE  DIFFERENT  SCHOOLS  OF  THOUGHT  AS  THEY  RELATE  TO  THE  IMPOSITION 
OF  NINE  FIXED  SIZE  STANDARD  LEVELS  AS  OPPOSED  TO  THE  PRESENT 
THIRTY.  IN  SHORT,  SOME  BELIEVE  THAT  THE  SBA  PROPOSAL  TO  STREAMLINE 
THE  PRESENT  STANDARDS  WOULD  UNJUSTLY  PRECLUDE  SOME  SMALL  BUSINESSES 
FROM  ADEQUATE  GROWTH  AND  PRODUCTIVITY.  HOWEVER,  WHILE  OTHERS 
CONTEND  THAT  SBA  PROGRAMS  WOULD  FUNCTION  MORE  EFFECTIVELY  AND 
EFFICIENTLY  BY  ADOPTING  THE  PROPOSED  NINE  STANDARDS .  IT  IS  MY  HOPE 
THAT  THIS  HEARING  WILL  ALLOW  US  THE  OPPORTUNITY  TO  EXPLORE  THIS 
ISSUE  SO  THAT  WE  MAY  COME  TO  SOME  UNDERSTANDING  OF  THE  AFFECTS  OF 
THIS  PROPOSAL  ON  SMALL  BUSINESSES. 

AGAIN,  I  WELCOME  OUR  WITNESSES  AND  THANK  THEM  FOR  THE 
TESTIMONY  THEY  WILL  PROVIDE. 
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Mr.  Chairman,  and  Members  of  the  Committee,  thank  you  for  the 
opportunity  to  appear  before  you  today.   I  am  accompanied  by  Janice 
E.  Wolfe,  Acting  Associate  Deputy  Administrator  for  Finance, 
Investment,  and  Procurement;  and  by  Judith  A.  Watts,  Associate 
Administrator  for  Minority  Small  Business  and  Capital  Ownership 
Development. 

I  am  very  excited  to  be  serving  as  the  new  Administrator  of  the 
Small  Business  Administration.   When  I  say  new,  I'm  not  kidding.    I 
have  officially  been  on  the  job  for  13  days. 

This  job  gives  me  that  unique  opportunity  to  both  serve  my 
country  and,  at  the  same  time,  utilize  those  business  skills  I  have 
worked  so  long  and  hard  to  develop  over  the  past  24  years. 

Briefly,  my  vision  for  the  SBA  reflects  President  Clinton's  vision 
for  small  business.   This  President  fully  understands  the  absolutely 
critical  role  that  small  business  plays  in  our  economy.   Let  there  be  no 
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question  in  your  mind  that  President  Clinton  is  determined  to  do  what 
is  necessary  to  help  small  business  create  the  jobs  this  economy  must 
have  to  move  forward  again. 

President  Clinton  has  set  four  priorities  for  me  at  the  Small 
Business  Administration: 

1 .  To  do  our  part  to  end  the  credit  crunch  facing  small 
business. 

2.  To  get  rid  of  the  unnecessary  paperwork  and  bureaucratic 
regulations  that  inhibit  the  growth  and  productivity  of  small 
business. 

3.  To  restructure,  reorganize  and  reinvigorate  the  SBA  so  that 
it  operates  in  a  more  efficient,  effective  manner,  and  truly 
serves  our  customers  --  the  men  and  women  who  own  and 
operate  small  businesses  throughout  this  country. 
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4.      The  President  wants  the  SBA  to  be  his  eyes  and 
ears  in  the  small  business  community.   And,  I 
promise  you  the  SBA  will  be  just  that.    In  turn,  I 
will  report  these  concerns  directly  to  the 
President. 

My  vision  for  the  SBA  reflects  my  business  background.    It 
reflects  a  leaner,  more  efficient,  more  effective  organization  that  is 
focused. ..focused  on  meeting  the  needs  of  small  business. 

My  vision  also  reflects  an  organization  that  champions  the  needs 
of  small  business  at  the  highest  levels  of  government,  guaranteeing 
small  business  a  place  at  the  economic  table. 

It's  interesting  that  one  of  the  first  opportunities  I  have  to  appear 
before  Congress  is  on  the  issue  of  size  and  how  it  affects  small 
businesses.   Size  is  truly  one  of  the  most  complicated  issues 
concerning  small  businesses.   It  affects  their  access  to  programs  at  the 
Small  Business  Administration,  and  their  access  to  bidding  on 
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procurements  with  the  federal  government  reserved  for  small  business 
competition. 

People  constantly  ask  what  is  a  small  business.    Frankly,  Mr. 
Chairman,  that's  a  good  question  for  which  I  don't  have  a  simple 
answer  right  now.   Size  standards  created  by  the  SBA  are  just  one  of 
the  definitions  used  by  the  federal  government.  The  size  standards 
currently  in  place  at  the  SBA  are  complicated,  they  are  not  user 
friendly,  and  I  am  not  sure  they  have  been  developed  with  the  best 
interests  of  our  customers  --  the  small  business  people  who  struggle 
with  them  to  qualify  for  loans  and  contracts  -  In  mind. 

What  I  hope  to  do  today  is  explain  very  briefly  what  I  understand 
happened  during  the  closing  months  of  the  Bush  Administration  with 
regard  to  size  standards  and  where  the  SBA  is  in  developing  size 
standard  policy. 
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On  December  31,  1992,  the  SBA  published  two  major  revisions  to 
its  size  standards  in  the  Federal  Register. 

The  first  revision  established  an  alternate  size  standard  for  the 
SBA's  General  Business  Guarantee  Loan  program  --  the  7(a)  program. 
A  business  qualifies  as  eligible  for  a  7(a)  loan  if  it  meets  the  SBA's 
industry  size  standard  for  its  primary  industry,  or  meets  the  alternate 
size  standard  of  $2.0  million  or  less  in  net  income  and  $6.0  million  or 
less  in  net  worth. 

The  second  revision  reduced  the  number  of  Industry  size  standard 
levels  from  30  to  9.   The  proposed  levels  were:  100,  500.  750,  1000 
and  1500  employees;  and  $5.0  million,  $10.0  million,  $18.0  million 
and  $24.0  million  in  annual  receipts.   These  receipt  levels  include  an 
adjustment  for  inflation  which  has  occurred  since  1984. 
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These  proposed  size  standard  changes  were  withdrawn  on 
February  19  and  March  4  of  this  year  to  allow  the  Clinton 
Administration  an  opportunity  to  review  them. 

II-    EFFECT  OF  IMPLEMENTATION  ON  8(al  PARTICIPATION 

I  believe  that  the  proposed  higher  size  standards  will  allow  larger 
sized  procurements  to  be  offered  for  small  business.  Small 
Disadvantaged  Business,  and  8(a)  set-asides. 

For  larger  8(a)  firms,  this  means  that  some  firms  which  have 
exceeded  or  will  soon  exceed  the  size  standard  for  one  or  more 
Standard  Industrial  Classification  (SIC)  Codes,  will  be  able  to  generate 
additional  revenue  without  risking  graduation  based  on  size.  However,  I 
am  particularly  concerned  about  the  smaller  8(a)  firms  which  might  be 
adversely  impacted  by  having  to  market  and  compete  against  even 
larger,  more  established  firms. 


56 


The  higher  size  standards  would  lil<ely  generate  only  a  minimal 
increase  in  applicants  for  8(a)  certification.   This  is  based  on  my 
understanding  that  most  applicants  for  the  program  are  relatively  young 
firms  with  revenues  under  $1  million,  and  fewer  than  50  employees. 
This  is  well  below  present  or  anticipated  size  standard  levels. 

Because  my  confirmation  as  Administrator  of  SBA  was  only  a 
short  time  ago,  I  have  not  had  time  to  review  the  public  comments  or 
discuss  the  implications  of  these  size  standards  changes  with  all  of  the 
SBA's  program  offices.    I  am  taking  the  opportunity  to  thoroughly 
review  size  standards  issues  and  to  assess  what  is  best  for  our 
customers.   At  this  point,  however,  I  am  inclined  to  propose  both 
changes  in  the  size  standards  again  for  a  60  day  comment  period,  and 
to  reach  out  extensively  to  the  small  business  community.   It  is  my 
hope  that  if  comments  are  favorable  on  their  impact  on  small  business 
that  we  will  be  able  to  implement  these  new  size  standards. 
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Mr.  Chairman,  in  closing  I  want  to  stress  that  I  am  committed  to 
worlcing  with  this  committee,  with  the  other  witnesses  here  today,  and 
especially  with  our  small  business  customers  to  examine  size 
standards.    I  know  that  I  want  to  simplify  these  standards  if  possible 
and  make  them  more  user  friendly.   At  the  same  time,  I  don't  want  to 
do  anything  that  would  lessen  the  opportunities  for  socially  and 
economically  disadvantaged  small  businesses  to  grow  and  expand. 
Thank  you  for  the  opportunity  to  testify  today.    I  welcome  any 
questions  you  may  have. 
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GOOD  MORNING,  MR.  CHAIRMAN,  MEMBERS  OF  THE  SUBCOMMITTEE  AND 
MEMBERS  OF  THIS  DISTINGUISHED  PANEL.  I  AM  EXTREMELY  PLEASED  AND 
HONORED  TO  HAVE  BEEN  INVITED  TO  PRESENT  MY  VIEWS  ON  THE  SMALL 
BUSINESS  ADMINISTRATION'S  SIZE  STANDARD  RULES. 

THE  SMALL  BUSINESS  ADMINISTRATION  WILL  BE  FORTY  YEARS  OLD  THIS 
COMING  JULY.  ITS  AGE  IS  JUST  AN  HISTORIC  MILESTONE  AND  ONLY 
SIGNIFICANT  BECAUSE  MANY  OF  ITS  MISSIONS  ARE  YET  TO  BE  REALIZED. 
THIS  FAILURE  TO  PERFORM  ADEQUATELY  IS  A  WELL  KNOWN  CAUSE  OF  MUCH 
FRUSTRATION  AMONG  SMALL  BUSINESSES,  ESPECIALLY  SMALL  MINORITY 
BUSINESSES.  ITS  AGE  IS  ALSO  NOTABLE  BECAUSE  ITS  HISTORY  CONTAINS 
THE  EVOLUTION  OF  THE  POLITICAL  DEBATE  WHICH  IS  STILL  OF  CONCERN 
TODAY:  WHAT  IS  A  SMALL  BUSINESS?  '  WE  TAKE  NOTE  OF  ITS  AGE  AND 
HISTORY  HERE  TODAY  BECAUSE  WE  RECOGNIZE  THE  IMPORTANCE  OF  THIS 
ISSUE  TO  OVERALL  ATTITUDE  TOWARD  MINORITY  BUSINESS  THAT  PERVADES 
SBA.   WE  WILL  EXAMINE  SOME  OF  THIS  DURING  OUR  APPEARANCE  HERE. 

THE  SMALL  BUSINESS  ADMINISTRATION  WAS  AUTHORIZED  BY  THE  SMALL 
BUSINESS  ACT  OF  1953,  PUBLIC  LAW  163  OF  THE  83RD  CONGRESS.  ITS 
ORIGINAL  MISSION  WAS  TO  MANAGE  THE  REMAINING  ASSETS  OF  THE 
RKCOiMbTRUCTION  FINANCii  CORPORATION,  A  UEPRESSION-El^  AGENCY,  AND 
THE  SMALL  DEFENSE  PLAN  ADMINISTRATION  BOTH  OF  WHICH  WERE  BEING 
LIQUIDATED  UNDER  THE  OVERALL  DEFENSE  BUILD-DOWN  FOLLOWING  WORLD  WAR 
II.  THE  SMALL  DEFENSE  PLANT  ADMINISTRATION  HAD  BEEN  AUTHORIZED  BY 
THE  DEFENSE  PRODUCTION  ACT  OF  1950.  THE  SBA  WAS  TO  BE  A  TEMPORARY 
AGENCY  MUCH  LIKE  THE  CURRENT  RESOLUTION  TRUST  CORPORATION,  THE 
THRIFT  BAIL-OUT  AGENCY.  SBA  BECAME  A  PERMANENT  AGENCY  WITH  THE 
ENACTMENT  OF  THE  SMALL  BUSINESS  ACT  OF  1958  (PUBLIC  LAW  85-536). 

SBA'S  LENDING  AUTHORITY  WAS  DERIVED  FROM  THE  RECONSTRUCTION 
FINANCE  CORPORATION  AND  ITS  FEDERAL  PROCUREMENT  AUTHORITY  DERIVED 
FROM  THE  SDPA,  THE  DEFENSE  AGENCY,  ORGANIZED  TO  PROMOTE  THE 
INCLUSION  OF  THE  SMALL  BUSINESS  SECTOR  IN  DEFENSE  PRODUCTION.  THE 
PURPOSE  FOR  SPDA  WAS  TO  PROMOTE  A  BROAD  DISTRIBUTION  OF  THE 
ECONOMIC  BENEFITS  OF  DEFENSE  PRODUCTION  DURING  A  PERIOD  WHEN  OUR 
STOCKPILES  WERE  BEING  REPLENISHED.  WITH  THIS  POST-WAR  EFFORT 
ENDING,  THESE  AGENCIES  WERE  GOING  OUT  OF  BUSINESS;  NOT  UNLIKE  MANY 
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OTHER  POST-WAR  ACTIVITIES  WHOSE  USEFULNESS  AND  AUTHORITY  HAD 
EXPIRED  AS  THE  DOMESTIC  ECONOMY  REVIVED. 

THE  LEGISLATIVE  HISTORY  OF  THE  SMALL  BUSINESS  ACT  IS  REPLETE 
WITH  REFERENCES  TO  THE  NEED  FOR  A  RATIONAL  DEFINITION  FOR  SMALL 
BUSINESS.  IN  THE  HOUSE  REPORT  NO.  494,  WHICH  ACCOMPANIED  THE 
ORIGINAL  BILL  IN  1953,  THE  LATE  AND  DISTINGUISHED  CONGRESSMAN 
WRIGHT  PATMAN  URGED  THIS  COLLEAGUES  TO  CONSIDER  THE  DAUNTING  TASK 
OF  DEFINING  SMALL  BUSINESS  FOR  THE  PURPOSE  OF  LIMITING  SBA  LOANS. 
HE  STATED,  "THE  BANKING  AND  CURRENCY  COMMITTEE  ITSELF  HAS 
RECOGNIZED  THE  DIFFICULTY,  YES,  THE  IMPOSSIBILITY  OF  ATTEMPTING  TO 
WRITE  INTO  LAW  A  RIGID  DEFINITION  OF  SMALL  BUSINESS.  THEREFORE, 
SECTION  OF  THE  ORIGINAL  BILL  DEFINES  A  SMALL  BUSINESS  CONCERN  IN  A 
FLEXIBLE  AND  REALISTIC  MANNER."  HE  WENT  ON  TO  SAY,  "THE  COMMITTEE 
DID  THIS  BECAUSE  IT  HAS  BECOME  UNIVERSALLY  RECOGNIZED  THAT  IT  IS 
UTTERLY  IMPOSSIBLE  TO  DEFINE  SMALL  BUSINESS  RIGIDLY  IN  TERMS  OF 
NUMBER  OF  EMPLOYEES,  AMOUNT  OF  CAPITAL,  OR  DOLLAR  VOLUME  OF 
BUSINESS".  SECTION  3  OF  THE  ORIGINAL  BILL  DEFINED  A  SMALL  BUSINESS 
AS  A  BUSINESS  WHICH  IS  INDEPENDENTLY  OWNED  AND  OPERATED  AND  NOT 
DOMINANT  IN  ITS  FIELD. 

THIS  REPORT  FURTHER  STATES,  "THERE  MAY  BE  MANY  BASES  FOR  THE 
CLASSIFICATION  OF  BUSINESS  CONCERNS  TO  DETERMINE  WHETHER  THEY  ARE 
SMALL  OR  LARGE".  IN  THE  SAME  REPORT  IT  IS  STATED,  "THE  MERE  FACT 
THAT  A  SMALL  BUSINESS  MAKES  A  PARTICULAR  PRODUCT  OR  ITEM  IS  NOT 
INTENDED  TO  DISQUALIFY  IT  FROM  THE  BENEFITS  OF  THIS  ACT  IF  IT  IS 
ACTUALLY  A  SMALL-BUSINESS  ENTERPRISE."  IT  WAS  IN  THE  CONTEXT  OF 
THIS  COMPLEX  AND  UNRESOLVED  ISSUE,  THAT  SBA  WAS  AUTHORIZED  TO  MAKE 
ITS  OWN  DETERMINATIONS. 

DURING  THE  JULY,  1957  DEBATE  ACCOMPANYING  THE  SECOND  EXTENSION 
OF  THE  SMALL  BUSINESS  ACT,  THE  SMALL  BUSINESS  ADMINISTRATION  IS 
CHASTISED  BY  CONGRESS  FOR  NOT  UTILIZING  ITS  GOVERNMENT  PROCUREMENT 
AUTHORITY.  THE  SENATE  REPORT  597  CONTAINS  THE  FOLLOWING  STATEMENT: 
"ALTHOUGH  THE  SMALL  BUSINESS  ADMINISTRATION  IS  EMPOWERED  TO  ENTER 
INTO  CONTRACTS  WITH  ANY  DEPARTMENT  OR  AGENCY  OF  THE  UNITED  STATES 
GOVERNMENT  TO  FURNISH  SUPPLIES  AND  SERVICES,  AND  TO  ARRANGE  FOR  THE 
PERFORMANCE  OF  SUCH  CONTRACTS  THROUGH  SUBCONTRACTING  TO  SMALL- 
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BUSINESS  CONCERNS  OR  OTHERS,  AS  ^4AY  BE  NECESSARY,  THIS  AUTHORITY 

HAS  NOT  BEEN  USED  TO  DATE." 

IN  JUNE,  1958,  WHEN  THE  CONFEREES  MET  ON  H.R.  7963  TO  AGAIN 

EXTEND  SBA,  THEY  STATED: 

"EXISTING  LAW  DEFINES  A  SMALL-BUSINESS  CONCERN  AS  ONE 
WHICH  IS  INDEPENDENTLY  OWNED  AND  OPERATED  AND  WHICH  IS 
NOT  DOMINANT  IN  ITS  FIELD  OF  OPERATION.  IN  ADDITION  TO 
THE  FOREGOING  CRITERIA,  THE  SBA  IN  MAKING  A  DETAILED 
DEFINITION,  MAY  USE  THESE  CRITERIA,  AMONG  OTHERS:  NUMBER 
OF  EMPLOYEES  AND  DOLLAR  VOLUME  OF  BUSINESS." 

THE  CONFEREES  FURTHER  STATED  THAT: 

"UNDER  THESE  PROVISIONS  OF  THE  LAW,  SBA  HAS  DEVELOPED 
DETAILED  SIZE  STANDARDS  TO  DEFINE  SMALL  BUSINESSES  FOR 
PURPOSES  OF  SBA  OBTAINING  LOANS.  IN  THE  WHOLESALE, 
RETAIL,  AND  DISTRIBUTIVE  TRADES,  THE  SBA  USES  YEARLY 
DOLLAR  VOLUME  AS  THE  DIVIDING  LINE  BETWEEN  "SMALL"  AND 
"LARGE"  BUSINESSES.  THESE  VARIABLE  SIZE  STANDARDS  FOR 
LOAN  PROPOSES  HAVE  BEEN  IN  OPERATION  FOR  SOME  TIME.  UP 
UNTIL  RECENTLY,  THE  SIZE  STANDARD  FOR  ASSISTING  SMALL- 
BUSINESS  CONCERNS  IN  OBTAINING  GOVERNMENT  CONTRACTS  HAS 
BEEN  AN  INFLEXIBLE  RULE  OF  500  EMPLOYEES." 

THE  CONCEPT  OF  A  DIVIDING  LINE  OR  PARTITION  HAS  ALWAYS  BEEN 
CENTRAL  TO  THE  DEBATE.  PERHAPS  AS  LONG  AGO  AS  19  50,  WHEN  THE 
SMALLER  WAR  PLANTS  CORPORATION  WAS  SUPERSEDED  BY  THE  SMALL  DEFENSE 
PLANT  ADMINISTRATION,  THERE  WAS  CONCERN  THAT  THE  RESOURCES  INTENDED 
FOR  SMALL  BUSINESSES  WAS  BEING  FRAUDULENTLY  DIVERTED  TO  OTHERS. 
THIS  CONCERN  FOR  AN  IMPENETRABLE  DEFINITION  WAS  SO  INTENSE  THAT  THE 
HOUSE  SOUGHT  LANGUAGE  WHICH  WOULD  HAVE  GIVEN  SBA  JUST  60  DAYS  FROM 
THE  DATE  OF  ENACTMENT  TO  PLACE  A  SIZE  STANDARD  FOR  PROCUREMENT  IN 
EFFECT.  WHILE  THE  HOUSE  FAILED  TO  PREVAIL  IN  CONFERENCE,  THE 
CONFEREES  ANTICIPATED  AN  EARLY  RESOLUTION  OF  THE  ISSUE  BY  POINTING 
TO  THE  WORK  UNDERTAKEN  BY  AN  INTERAGENCY  TASK  FORCE  TO  DEVELOP  A 
UNIFORM  FLEXIBLE  SIZE  STANDARD.   THIS  NEVER  MATERIALIZED. 

AGAIN  IN  1957,  CONGRESS  WRESTLED  INCONCLUSIVELY  WITH  THE 
PROBLEM  OF  DEFINITION  AND  AS  A  CONSEQUENCE  THE  SOLUTION  WAS  TO 
REQUIRE  THE  ADMINISTRATOR  OF  SBA  TO  CERTIFY  EACH  FIRM  AND  PROVIDE 
A  "SMALL  BUSINESS  CERTIFICATE"  TO  FIRMS  IF  HE  DETERMINED  THE  FIRM 
TO  BE  "SMALL"  WITHIN  THE  MEANING  OF  THE  ACT,  EVEN  THOUGH  IT  MAY 
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HAVE  MORE  THAN  500  EMPLOYEES."  THIS  TURNED  OUT  TO  BE  A  VERY  WEAK 
SAFEGUARD  AGAINST  ABUSE. 

THE  ISSUE  OF  FLEXIBLE  SIZE  STANDARDS  WAS  REVISITED  EACH  TIME 
THE  SBA  CAME  UP  FOR  REAUTHORIZATION.  AN  EXAMPLE  OF  THE  ENDURING 
HESITANCY  OF  CONGRESS  TO  ESTABLISH  SIZE  STANDARDS  BY  LEGISLATIVE 
FIAT  IS  FOUND  IN  LANGUAGE  OF  THE  EMERGENCY  SMALL  BUSINESS  RELIEF 
ACT  OF  THE  94TH  CONGRESS:  SUBSECTION  (2)  DEFINES  THE  TERM  "SMALL 
BUSINESS  CONCERN"  AS  ONE  WHICH  IS  INDEPENDENTLY  OWNED"...  AND  WHICH 
IS  SO  DEFINED  BY  THE  ADMINISTRATOR"...  USING  AMONG  THE  CRITERIA, 
NUMBER  OF  EMPLOYEES  AND  THE  DOLLAR  VOLUME  OF  BUSINESS."  NOT  A  VERY 
CLEAR  INSTRUCTION. 

ONE  CAN  ONLY  HAZARD  A  GUESS  AS  TO  WHY  THIS  ISSUE  WAS  AVOIDED 
SO  OFTEN  AND  MADE  SO  FUZZY.  IT  IS  POSSIBLE  THAT  CONGRESS  GENUINELY 
FELT  THAT  THE  TASK  WAS  SO  LOADED  WITH  POLITICAL  PITFALLS  THAT  IT 
WAS  BEST  TO  PUNT  RATHER  THAN  TAKING  ON  THIS  TASK.  OR  MAYBE 
CONGRESS  REALLY  AGREED  WITH  MR.  PATMAN  WHEN  HE  EMPHASIZED  THE  SHEER 
IMPOSSIBILITY  OF  THE  TASK.  OR  PERHAPS  CONGRESS  WAS  SO 
UNCOMFORTABLE  AND  PERPLEXED  WITH  THE  ENTIRE  OBJECTIVE  OF  CREATING 
A  DIVIDING  PARTITION  BETWEEN  THE  SMALL  BUSINESS  SEGMENT  OF  THE 
FEDERAL  MARKET  AND  EVERYBODY  ELSE,  THAT  IT  JUST  COULDN'T  ARRIVE  AT 
A  CONSENSUS.  WHATEVER  THE  OVERARCHING  CONCERNS,  IT  IS  CLEAR  FROM 
THE  RECORD  THAT  CONGRESS  SEEMED  TO  WANT  TO  AVOID  DOING  WHAT  THEIR 
EXPRESSIONS  OF  EXASPERATION  AND  FRUSTRATION  SIGNALED  THAT  SBA  WAS 
NOT  DOING.  IN  ANY  EVENT,  AFTER  NEARLY  FOUR  DECADES,  WE  HAVE 
ARRIVED  AT  THE  PRESENT  JUNCTURE  WITH  ONLY  A  SLIGHTLY  IMPROVED  VIEW 
OF  WHAT  SMALL  BUSINESS  REALLY  IS  AND  STILL  ONLY  A  VAGUE  NOTION  OF 
WHAT  WE  ARE  TALKING  ABOUT.  IS  IT  A  DIVIDING  LINE  DRAWN  TO  SATISFY 
TWO  COMPETING  CONSTITUENCIES?  YES!  IS  IT  REGULATORY  DEVICE?  YES, 
SORT  OF. 

AFTER  REVIEWING  THE  LEGISLATIVE  RECORD,  WE  CONCLUDED  THAT  IT 
WOULD  HAVE  BEEN  A  TANTALIZING  CHALLENGE  TO  THE  BUREAUCRACY  TO  LEAP 
INTO  THIS  MORASS  AND  TO  ATTEMPT  TO  RESOLVE  IT  ONCE  AND  FOR  ALL. 
WHAT  COULD  BE  MORE  INVITING  TO  THE  ANXIOUS  BUREAUCRATIC,  BEING 
CONSTANTLY  NEEDLED  AND  GOADED  BY  CONGRESS,  THAN  TO  PLUNGE  INTO  THE 
QUAGMIRE  AND  FIND  A  SOLUTION  THAT  WOULD  SATISFY  EVERYONE.    A 
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CLEARLY  POLITICAL  PROBLEM  NEEDING  AN  INTELLECTUAL  SOLUTION. 

AT  ONE  TIME  SBA  HAD  DIFFERENT  DEFINITIONS  FOR  LOANS  AND 
PROCUREMENT.  THE  SENATE  CONFEREES  OF  THE  94TH  CONGRESS  ALSO  STATED 
THAT  THE  DEFINITION  SHOULD  BE:  "ANY  CONCERN  WHICH  FALLS  UNDER  THE 
SIZE  LIMITATIONS  OF  THE  SMALL  BUSINESS  ADMINISTRATOR'S  DEFINITIONS 
. . .FOR  GOVERNMENT  PROCUREMENT  AND  FOR  SBA  LOANS" .  IT  IS  ABUNDANTLY 
CLEAR  FROM  AN  EXAMINATION  OF  THE  RECORD  THAT  CONGRESS  INTENDED  THAT 
SIZE  STANDARDS  BE  USED  PRIMARILY  AS  PARTITIONS  AGAINST  ABUSE  AND 
NOT  AS  LIMITATIONS  ON  GROWTH  OR  AS  ABSOLUTE  DEFINITIONS  IN  ANYWAY. 

OVER  THE  YEARS,  SBA  HAS  DEVELOPED  A  VERY  ELABORATE  SET  OF 
DEFINITIONS  TO  REGULATE  ITS  SHARE  OF  THE  GOVERNMENT  PROCUREMENT.  IT 
RELIES  ON  A  VARIETY  OF  SOURCES  TO  DEFINE  "SMALL".  IT  HAS  A  SIZE 
STANDARDS  STAFF,  A  SIZE  POLICY  BOARD,  AND  AN  APPEALS  MECHANISM. 
ALTHOUGH,  FOR  THE  PURPOSE  OF  THE  SMALL  BUSINESS  SET  ASIDE  AND  SMALL 
BUSINESS  INNOVATION  AND  RESEARCH  (SBIR)  PROGRAMS,  THE  AUTHORITY  FOR 
SIZE  DETERMINATIONS  ARE  VESTED  IN  THE  RESPECTIVE  REGIONAL  OFFICES 
OF  SBA.  ANOTHER  POSSIBLE  OPPORTUNITY  FOR  POLITICAL  FLEXIBILITY  IN 
SETTING  SIZE  STANDARDS? 

THE  DATA  SOURCES  USED  TU  DEVELOP  THE  SIZE  STANDARDS  ARE  FAIRLY 
EXTENSIVE.  AT  LEAST  15  DIFFERENT  DATA  SOURCES  PUBLIC  AND  PRIVATE 
ARE  IDENTIFIED  IN  SBA  REGULATIONS.  THE  EXACT  METHODOLOGY  THAT  IS 
EMPLOYED  IN  ORDER  TO  SYNTHESIZE  THE  VOLUME  OF  DATA  WHICH  MUST  BE 
CONSIDERED  IS  NOT  CLEAR.  IT  MUST  BE  TORTUOUS,  TO  SAY  THE  LEAST. 
IN  OUR  VIEW,  SBA  NOW  MAKES  USE  OF  THE  SIZE  STANDARDS  PRIMARILY  TO 
POLICE  THE  8(A)  PROGRAM.  THERE  IS  NO  OTHER  INSTANCE  WHERE  THIS 
DOCTRINE  IS  SO  RIGIDLY  APPLIED.  THIS  IS  A  NIGHTMARISH  OUTCOME  TO 
THIS  INTERMINABLE  DEBATE  AND  IS  TOTALLY  COUNTERPRODUCTIVE  IN  A 
BUSINESS  DEVELOPMENT  SCHEME. 

HOW  DID  WE  COME  THIS  FAR?  WE  ASSERT  THAT  THE  APPLICATION  OF 
SIZE  STANDARDS  SHOULD  BE  DONE  IN  SUCH  A  MANNER  WHICH  RECOGNIZES 
THAT,  AT  BEST,  THEY  ONLY  REFLECT  TYPICALITY  AND  THEIR  APPLICATION 
SHOULD  BE  LIMITED  TO  THE  PURPOSES  TO  WHICH  THEY  WERE  ORIGINALLY 
INTENDED.  FOR  PURPOSES  OF  REGULATING  GOVERNMENT  PROCUREMENT  AND 
SECTION  8(A)  ASSISTANCE,  THE  HISTORICAL  DESIRES  OF  CONGRESS  TO 
PREVENT  FRAUD  AND  PROTECT  THE  SMALL  BUSINESS  SHARE  ARE  SATISFIED 
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WHEN  THE  ADMINISTRATOR  CERTIFIES  THAT  THE  APPLICANT  FIRM  IS  SMALL. 
UNLESS  THERE  IS  A  SERIOUS  QUESTION  OF  OWNERSHIP  WHICH  ARISES  DURING 
THE  COURSE  OF  PARTICIPATION,  THE  BUSINESS  SHOULD  BE  CONSIDERED 
"SMALL"  SINCE  IT  IS  CLEAR  BEYOND  THE  MOST  CONTORTED  OR  THE  MOST 
REFINED  DEFINITION  THAT  IT  IS  NOT  "LARGE"  AMONG  FEDERAL 
CONTRACTORS.  AT  PRESENT,  IF  A  PARTICIPATING  FIRM  EXCEEDS  ITS  SIZE 
STANDARD  FOR  3  CONSECUTIVE  YEARS,  ITS  ELIGIBILITY  FOR  PROCUREMENT 
ASSISTANCE  IS  AUTOMATICALLY  ENDED.  THIS  RULE  HAS  CAUSED  MANY  8(A) 
FIRMS  TO  PLAY  HIDE-AND-SEEK  TO  AVOID  DETECTION  AND  IT  HAS  INDUCED 
THE  FIRMS  AND  SEA  INTO  A  SILENT  COMPLICITY.   NOT  A  GOOD  LESSON! 

WE  RECOUNT  THIS  HISTORY  TO  POINT  OUT  THE  PRECARIOUSNESS  WITH 
WHICH  THE  SEA  UNDERTAKES  TWO  DISTINCT  AND  OPPOSING  MISSIONS.  THESE 
DUAL  OBJECTIVES  OF  PROMOTING  AND  DEVELOPING  SMALL  BUSINESS  AS  AN 
INTEGRAL  PART  OF  THE  AMERICAN  ENTERPRISE  SYSTEM  AND  THE  IMPOSITION 
OF  A  SIZE  STANDARD  RESTRAINT  IN  ORDER  TO  KEEP  SMALL  BUSINESS  SMALL, 
ARE  CLEARLY  IN  CONFLICT.  LIKEWISE,  THE  USE  OF  THE  SIZE  STANDARDS 
SOLELY  SBA'S  PROCUREMENT  PROGRAMS,  STRONGLY  SUGGEST  THAT  SMALL, 
EVEN  IN  SBA'S  LEXICON,  HAS  MANY  DEFINITIONS  WHICH  VARY  WIDELY  AMONG 
OTHER  i?ROGRAl"iS  SUCH  AS  THE  DiSASrER  RELIEF  PROGRAM. 

THIS  CONFLICT  IS  PROBABLY  THE  RESULT  OF  THE  SEEMING 
INTERMINABLE  POLITICAL  DEBATE  WHICH  ENSUED  OVER  THE  MANY  YEARS  AS 
CONGRESS  GROPED  FOR  A  POLITICAL  SOLUTION  TO  THE  "DIVIDING  LINE" 
ISSUE  AND  TO  BIG  BUSINESS'  LONGSTANDING  OBJECTIONS  TO  SMALL 
BUSINESS  ADVOCACY  IN  GOVERNMENT.  THE  CONGRESS  APPARENTLY 
RECOGNIZED  THAT  SMALL  BUSINESS  WAS  AN  IMPORTANT  EMERGING 
CONSTITUENCY  AND  PREVAILED. 

SINCE  THE  INCEPTION  OF  THE  8(A)  PROGRAM,  EVERY  CONCEIVABLE 
DEVICE  HAS  BEEN  USED  TO  SIMULTANEOUSLY  SPUR  DEVELOPMENT  AND  TO 
IMPOSE  CONSTRAINTS.  ONE  REGULATORY  SCHEME  AFTER  ANOTHER  HAS  TRIED 
TO  RECONCILE  THESE  COMPETING  AND  CONFLICTING  OBJECTIVES  TO  NO 
AVAIL.  THIS  UNRESOLVABLE  CONFLICT  OVERHANGS  MUCH  OF  WHAT  SBA  DOES 
TODAY . 

THE  UNDERLYING  MOTIVES  FOR  THE  SIZE  STANDARDS  DOCTRINE  TODAY 
REFLECT  A  DEEPLY  INGRAINED  BELIEF  THAT  THE  8(A)  PROGRAM  MUST  BE 
RESTRAINED  IN  ORDER  TO  AVOID  THE  ABUSES  OF  THE  PAST.   THIS  BELIEF 


65 


IN  THE  NEED  TO  RESTRAIN  8(a)  BUSINESSES  EFFECTS  EVEN  THE  MOST 
PEDESTRIAN  OF  TASKS.  AN  EXAMPLE  IS  THE  PRACTICE  OF  SBA  USING  A 
LIQUIDITY  TEST  TO  DETERMINE  IF  AN  OTHERWISE  ELIGIBLE  FIRM  SHOULD  BE 
APPROVED  FOR  PARTICIPATION.  ANOTHER  RESTRAINING  PRACTICE  IS  THE 
FAILURE  OF  SBA  TO  ADEQUATELY  TRAIN  ITS  PERSONNEL.  STILL  ANOTHER  IS 
THE  CONCEPT  OF  THE  FIXED  PARTICIPATION  PERIOD  WHICH  IN  ITSELF  IS 
POLITICAL. 

THE  MOST  HARMFUL  OF  THESE  RESTRAINING  PRACTICES  IS  AUTOMATIC 
GRADUATION  UPON  REACHING  THE  SIZE  STANDARD  FOR  3  CONSECUTIVE  YEARS 
REGARDLESS  OF  BUSINESS  CONDITIONS  LIKE  AN  ECONOMIC  RECESSION  OR 
REDUCE  FEDERAL  SPENDING.  THAT  THE  CONCEPTS  OF  FIXED  PARTICIPATION 
AND  AUTOMATIC  GRADUATION  ARE  ANYTHING  BUT  POLITICAL  WOULD  BE 
DIFFICULT  TO  ARGUE.  BUT  EVEN  IF  ONE  ACCEPTS  THE  CONCEPTS,  ALBEIT 
RELUCTANTLY,  ONE  IS  STILL  LEFT  WITH  THE  BURDENSOME  TASK  OF 
RECONCILING  BUSINESS  DEVELOPMENT  OBJECTIVES  WITH  ARTIFICIAL  LIMITS 
WHICH  SIZE  STANDARDS  SEEK  TO  IMPOSE. 

YET,  WHAT  MUST  BE  ADMITTED  IS  THAT  AN  ATMOSPHERE  EXISTS  WITHIN 
SBA  WHICH  OPERATES  TO  SUPPRESS  THE  ASPIRATIONS  OF  MANY  MINORITY 
FIRMS.  RATHER  THAN  ENCOURAGING  AMBITION,  FIRMS  APPLYING  FOR  8(a) 
ASSISTANCE  ARE  ROUTINELY  INSTRUCTED  TO  BE  EXTREMELY  MODEST  IN  THEIR 
BUSINESS  PLANS.  TWO  SELF-RESTRAINING  TACTICS  ARE  STRONGLY 
SUGGESTED  BY  SBA  EMPLOYEES:  "SBA  DOES  NOT  HAVE  THE  CAPACITY  FOR 
HIGH  DOLLAR  (MEANING  SIX  OR  SEVEN  FIGURES)  CONTRACT  ASSISTANCE", 
THEREFORE  BE  MODEST  IN  YOUR  BUSINESS  PROJECTION",  "OR  IT  WON'T  BE 
APPROVED  IF  IT  LOOKS  TOO  AMBITIOUS  [GREEDY]". 

IT  IS  COMMON  KNOWLEDGE  THAT  SBA  DOES  LITTLE  BEYOND 
CERTIFICATION.  THE  WHOLE  CONCEPT  OF  SELF-MARKETING  RESTS  ON  THE 
PREMISE  THAT  YOUR  REWARD  COME  ONLY  FROM  YOUR  INDIVIDUAL  EFFORTS. 
FINE!  THEN  WHAT  IS  THE  PURPOSE  OF  THE  PROCUREMENT  CENTER 
REPRESENTATIVE  (PCR)  AND  COMMERCIAL  MARKETING  REPRESENTATIVE 
FUNCTIONS  (CMR)?  THESE  ARE  THE  PEOPLE  WHO  ARE  SUPPOSED  TO  IDENTIFY 
THE  SMALL  FIRM  OPPORTUNITIES  IN  NON-COMPETITIVE  AND  COMPETITIVE 
CONTRACTS  AND  SUBCONTRACTS.  THIS  ACTIVITY  HAS  NEVER  HAD  THE  NEEDED 
STRENGTH  IN  PEOPLE  OR  OTHER  RESOURCES  TO  MAKE  MUCH  OF  AN  IMPACT. 
ANOTHER  SYSTEMIC  RESTRAINT.    THESE  ACTIVITIES  ARE  CRITICAL,  NOT 
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ONLY  TO  EXPANDING  THE  SIZE  OF  THE  SMALL  BUSINESS  SHARE,  BUT  ALSO  TO 
SBA  FULFILLING  ITS  PART  OF  THE  BUSINESS  PLAN. 

THE  CONCEPTS  OF  FIXED  TERM  PARTICIPATION  AND  AUTOMATIC 
GRADUATION  IMPLIES  A  BELIEF  IN  A  DIMINISHING  RETURN  MODEL  PROBABLY 
BORROWED  FROM  A  WELFARE  MENTALITY.  IN  A  DIMINISHING  RETURN  MODEL, 
THE  MORE  YOU  GAIN  THE  MORE  YOU  LOSE.  THE  STRONGER  AN  8(A)  FIRM 
BECOMES,  THE  CLOSER  IT  GETS  TO  GRADUATION.  SIZE  STANDARDS  APPLIED 
IN  THIS  MANNER  ONLY  BREED  CYNICISM  AND  A  FEELINGS  OF  ABUSE  AMONG 
THE  PARTICIPANTS.  THESE  ARE  HUMAN  TRAITS  AND  THE  FACT  THAT  HUMAN 
LIVES  ARE  AFFECTED  BY  SBA'S  BEHAVIOR  HASN'T  SEEMED  TO  MATTER. 

FROM  A  MARKETPLACE  PERSPECTIVE,  IT  IS  MOST  UNCLEAR  AS  TO 
WHETHER  PROPER  CONSIDERATION  IS  GIVEN  TO  THE  NATURE  OF  THE  FEDERAL 
PROCUREMENT.  THE  FEDERAL  MARKETPLACE  IS  UNLIKE  ANY  OTHER 
MARKETPLACE  IN  THE  NATIONAL  ECONOMY.  IT  IS  MONOPSONISTIC  IN 
CHARACTER  AND  PERVASIVE  IN  ITS  INFLUENCE.  WITH  100  CORPORATIONS 
RECEIVING  NEARLY  63%  OF  ALL  FEDERAL  AWARDS,  IT  CAN  HARDLY  BE 
CONSIDERED  AN  EXAMPLE  OF  PURE  COMPETITION. 

ANOTHER  EGREGIOUS  EXAMPLE  OF  THE  OVERBEARING  USE  OF  SIZE 
STANDARDS  IS  THE  USE  OF  A  REVIEW  MECHANISM  TO  APPROVE  THE  ADDITION 
OF  NEW  CLASSIFICATION  CODES.  WHAT  ON  EARTH  WOULD  A  BUSINESS  WANT 
WITH  A  CLASSIFICATION  CODE  OTHER  THAN  TO  TAKE  ADVANTAGE  OF  AN 
OPPORTUNITY?  AS  IT  STANDS  NOW,  A  FIRM  MUST  FIRST  OBTAIN  THE  SBA'S 
PERMISSION  TO  PURSUE  OPPORTUNITIES,  HOWEVER  RELEVANT  TO  ITS  FIELD 
OF  BUSINESS,  IF  IT  INTENDS  TO  MARKET  BEYOND  THE  CONFINES  OF  THE 
BUSINESS  PLAN.  THIS  REPRESENTS  A  LOT  OF  WASTED  ENERGY  THAT  COULD 
BE  DEVOTED  TO  THE  REAL  TASK  OF  BUSINESS  DEVELOPMENT. 

WITH  THE  HIGH  CONCENTRATION  OF  FEDERAL  CONTRACTS,  AMONG  SUCH 
A  FEW  COMPANIES,  ONE  WOULD  THINK  THAT  SBA  WOULD  BE  AGGRESSIVELY 
ATTEMPTING  TO  BUILD  NEW  FIRMS  OF  SCALE  RATHER  THAN  IMPOSING 
ARTIFICIAL  CONSTRAINTS.  ISN'T  THE  BUSINESS  DEVELOPMENT  FUNCTION  A 
THRUST  TOWARD  BUSINESS  EXPANSION  AND  GROWTH?  ISN'T  CAPITAL 
FORMATION  STILL  A  GOAL?  WE  SUGGEST  THAT  SBA  HAS  PUT  THE  EMPHASIS 
ON  THE  WRONG  THING;  A  PERVERSE  OBJECTIVE  OF  CONTROLLING  FIRMS 
RATHER  THAN  ASSISTING  THEM. 

WHEN  PRESIDENT  CLINTON  SPOKE  OF  THE  NEW  PARADIGM,  WE  BELIEVE 
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HE  WAS  ENCOURAGING  THE  NATION  TO  RELINQUISH  ITS  DEDICATION  TO  THE 
ZERO  SUM  GAME.  THAT  AWFUL  SENTIMENT  WHICH  CONTENDS  THAT  NO  EVENT 
CAN  INCREASE  THE  WELL-BEING  OF  ONE  GROUP  WITHOUT  A  CORRESPONDING 
DECREASE  IN  THE  WELL-BEING  OF  ANOTHER  IS  THE  BANE  OF  EVERY  EFFORT 
MINORITY  BUSINESSES  MAKE  TOWARD  ECONOMIC  PARITY.  THE  SMALL 
BUSINESS  ADMINISTRATION'S  USE  OF  SIZE  STANDARDS  RESEMBLES  SOME 
DIABOLICAL  PLOT  TO  ENSURE  FAILURE.  BY  USING  SIZE  STANDARDS  TO 
LIMIT  THE  8(A)  MARKET  SHARE,  SEA  IS  ENGAGING  IN  A  SELF-DEFEATING 
EXERCISE  IN  WHICH  NO  ONE  WINS.  IF  SOMEHOW  ALL  OF  THIS  NEGATIVE 
ENERGY  COULD  BE  CONVERTED  TO  POSITIVE  GAINS,  SBA  WOULD  TRUMPETING 
ITS  ACCOMPLISHMENTS  IN  HAVING  DEVELOPED  BUSINESSES  OF  SCALE,  AND 
ITS  ACCOMPLISHMENTS  IN  HAVING  PROVIDED  THE  CAPITAL,  MANAGEMENT  AND 
TECHNICAL  ASSISTANCE  TO  MAKE  BUSINESS  DEVELOPMENT  A  REALITY  FOR  ITS 
CLIENTS.  INSTEAD,  HERE  WE  ARE  DEBATING  SBA ' S  MISGUIDED  APPLICATION 
OF  SIZE  STANDARDS  WHICH  EVERY  ONE  KNOWS  IS  SIMPLY  A  DEVICE  FOR  MORE 
MISCHIEF  AND,  ACCORDING  TO  DUNN  AND  BRADSTREET,  SERVES  ONLY  THE 
PURPOSE  OF  ANALYZING  BUSINESS  PERFORMANCE. 

WHEN  A  DETERMINATION  IS  MADE  TO  RESERVE  A  FEDERAL  REQUIREMENT 
FOR  SMALL  BUSINESS,  biZE  STANDARDS  ARE  NOT  AMONG  THE  FACTORS  WHICH 
ARE  CONSIDERED.  IN  FACT,  THE  MOST  IMPORTANT  FACTOR  IS  WHETHER 
SMALL  BUSINESSES  ARE  AVAILABLE  TO  PERFORM  THE  DESCRIBED  WORK.  WHEN 
CONSIDERING  A  BUSINESS  LOAN  APPLICATION,  SIZE  STANDARDS  ARE  NOT 
AMONG  THE  DECIDING  FACTORS.  IT  IS  INDEED  FAR  FROM  CLEAR  WHETHER 
OTHER  FEDERAL  AGENCIES  LIMIT  SMALL  BUSINESS  AWARDS  TO  FIRMS 
CONFORMING  TO  THESE  STANDARDS. 

IN  CLOSING,  I  HASTEN  TO  REMIND  YOU  THAT  THERE  ISN'T  A 
SCINTILLA  OF  RATIONALE  FOR  USING  SIZE  STANDARDS  FOR  ANYTHING  OTHER 
THAN  CLASSIFICATION;  AND  IN  THE  CONTEXT  OF  A  BUSINESS  DEVELOPMENT 
EFFORT,  THE  USE  OF  SIZE  STANDARDS  TO  CONSTRAIN  GROWTH  MAKES 
ABSOLUTELY  NO  SENSE,  IS  TOTALLY  COUNTERPRODUCTIVE  AND  CONGRESS 
SHOULD  INSTRUCT  SBA  TO  ABANDON  THIS  DOCTRINE  AS  IT  APPLIES  TO  8(A) 
PARTICIPATION.  ALSO,  AS  WE  HAVE  SHOWN,  THERE  IS  NOTHING  IN  THE 
RECORD  THAT  WOULD  INDICATE  THAT  CONGRESS  EVER  INTENDED  THAT  SIZE 
STANDARDS  BE  USED  IN  THE  PERVERSE  MANNER  IN  WHICH  THEY  ARE  USED 
TODAY. 

10 
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THESE  ARE  THE  MAIN  POINTS: 

1)  THE  RECORD  IS  REPLETE  WITH  INDICATIONS  OF  THE  STRUGGLE 
FOR  A  DEFINITION  OF  SMALL  BUSINESS  AND  IT  IS  CLEARLY 
THAT  CONGRESS  ALWAYS  INTENDED  THE  DEFINITION  TO  SERVE  AS 
A  DIVIDING  LINE  AND  NOT  AS  A  RIGID  RULE.  THE  CURRENT 
PRACTICE  OF  USING  SIZE  STANDARDS  AS  CONTROLS  GOES  FAR 
BEYOND  ANYTHING  IMAGINED  OR  IMPLIED  BY  CONGRESS. 

2)  THE  CURRENT  PRACTICE  OF  IMPOSING  SIZE  STANDARD  RESTRAINTS 
ON  8(A)  PARTICIPANTS  IS  A  COUNTER-PRODUCTIVE,  SELF- 
DEFEATING  EXERCISE  CONTAINING  ONE  PART  FOLLY  AND  TWO 
PARTS  MISCHIEF. 

3)  THE  MEANINGFUL  TASK  OF  BUSINESS  DEVELOPMENT  IS  BEING 
VIRTUALLY  IGNORED  WHILE  PRECIOUS  RESOURCES  ARE  DEVOTED 
INHIBITING  AND  RESTRAINING  8(A)  FIRMS. 

4)  TO  THE  EXTENT  THAT  CONGRESS  FELLS  THAT  A  SIZE  RULE  OF  ANY 
KIND  IS  USEFUL,  IN  A  BUSINESS  DEVELOPMENT  PROCESS,  WE 
SUGGEST  THAT  THE  ONLY  REASONABLE  STANDARD  WOULD  BE  THE 
NUMBER  OF  EMPLOYEES.  THEREFORE,  BASED  ON  OUR  MANY  YEARS 
OF  EXPERIENCE  AND  THE  VIEWS  OF  OUR  MEMBERSHIP,  WE 
RECOMMEND  A  FLEXIBLE  RULE  OF  500  EMPLOYEES.  SUCH  A  RULE 
WOULD  SERVE  TO  PROVIDE  SUFFICIENT  LATITUDE  FOR  GROWTH  AND 
AN  END  THE  MORASS,  CONFUSION  AND  BUREAUCRATIC 
OBFUSCATION  THAT  HAS  SURROUNDED  THIS  ISSUE. 

THANK  YOU,  AGAIN  FOR  INVITING  ME  AND  I  AM  PREPARED  TO  ANSWER 
ANY  QUESTIONS  YOU  MIGHT  HAVE. 
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TESTIMONY 

OF  THE 

LATIN  AMERICAN  MANAGEMENT  ASSOCIATION 

BEFORE  THE 

HOUSE  SUBCOMMITTEE  ON  MINORITY  ENTERPRISES, 

FINANCE  AND  URBAN  DEVELOPMENT 

U.S.  HOUSE  OF  REPRESENTATIVES 

ON  THE  EFFORTS  BY  THE  SMALL  BUSINESS  ADMINISTRATION 
TO  STREAMLINE  ITS  SIZE  STANDARDS  TABLE  FOR 
SMALL  BUSINESSES  ELIGIBLE  FOR  SBA ■ S  ASSISTANCE  PROGRAMS 


My  name  is  Celestino  Beltran  and  I  am  a  member  of  the  Board 
of  Directors  of  the  Latin  American  Management  Association.   LAMA 
is  a  nonprofit  organization  formed  for  the  purpose  of  promoting 
Hispanic  and  other  minority  enterprises  throughout  the  United 
States.   LAMA'S  primary  goal  is  to  provide  support  for  minority 
businesses  in  their  efforts  to  participate  more  fully  in  the 
economic  mainstream.   Our  membership  is  generally  comprised  of 
Hispanic  and  other  minority  business  owners  throughout  the 
country.   Most  of  these  businesses  are  federal  government 
contractors  whose  customers  have  historically  included  the 
various  departments  and  agencies  within  the  Department  of 
Defense.   Many  of  LAMA's  members  are  in  varying  stages  of  the 
Small  Business  Administration's  Section  8(a)  Program  or  are 
graduates  of  the  program. 

I  am  pleased  to  appear  before  the  Subcommittee  today  to 
comment  on  the  efforts  by  the  Small  Business  Administration  to 
streamline  its  size  standards  table  for  small  businesses  that  are 
eligible  for  SBA's  assistance  program. 

LAMA  supports  the  SBA's  proposal  to  streamline  its  size 
standards  by  reducing  the  number  of  fixed  size  standard  levels 
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from  thirty  to  nine.   This  proposal,  if  adopted,  will  eliminate 
the  confusion  and  complexity  of  the  current  system. 

By  establishing  a  limited  number  of  size  standards,  each 
representing  significantly  different  firm  sizes,  i.e.  $5  million, 
$10  million,  $15  million  and  $25  million  in  annual  average 
receipts,  the  SBA  will  minimize  the  "gamesmanship"  sometimes 
associated  with  establishing  the  appropriate  SIC  code  for  a 
particular  procurement.   Therefore,  we  urge  the  SBA  to  move 
forward  with  streamlining  the  size  standards. 

The  remainder  of  LAMA's  comments  will  focus  on  the  proposed 
increase  in  size  standards  for  certain  Standard  Industry 
Classifications  ("SIC")  codes  to  reflect  an  upward  adjustment  for 
inflation.   While  LAMA  supports  such  an  adjustment,  we  have  three 
recommendations  for  improvement. 

First,  the  SBA's  effort  to  adjust  the  existing  size 
standards  for  inflation.   These  adjustments  are  essential  in  view 
of  the  inflationary  effects  small  and  minority  small  businesses 
have  endured  over  the  last  nine  years.   We  believe  it  is  critical 
that  the  SBA  adopt  a  policy  of  adjusting  size  standards  every  two 
years,  as  opposed  to  every  nine  years,  to  reflect  the  economic 
reality  that  inflation  has  on  small  and  minority  small  businesses 
in  the  marketplace. 

Without  a  bi-annual  adjustment  of  the  size  standards,  we 
fear  that  many  small  and  minority  small  businesses  will  continue 
to  lose  their  small  business  size  status  simply  because  the 
standards  are  not  keeping  up  with  inflation.   Absent  bi-annual 
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adjustments,  smaller  firms  will  be  forced  into  inequitable 
competition  with  large  firms.   Therefore,  we  strongly  recommend 
that  the  SBA  adjust  the  size  standards  for  inflation  every  two 
years. 

Second,  LAMA  requests  that  Congress  provide  clarification  to 
the  SBA  regarding  the  requirements  of  the  Small  Business 
Competitiveness  Demonstration  Program  which  restricts  SBA's 
ability  to  increase  size  standards  in  certain  industry 
classifications  until  1996.   These  industry  classifications 
include  the  Engineering,  Architecture,  and  Surveying  industries 
(SIC  codes  8711,  8712,  and  8713),  the  Refuse  Systems  and  Related 
Services  Industries  (SIC  codes  4953  and  part  of  4212) ,  and  the 
Construction  Industries  (SIC  Codes  1500  to  1799) .   The  SBA 
states,  in  its  proposed  rule,  that  it  would  not  adjust  upwards 
the  SIC  Codes  for  these  industries  because  of  the  restrictions 
placed  on  the  SBA  by  Congress  when  it  established  this  program 
under  Public  Law  100-656.   However,  because  there  is  no  size 
standard  that  can  withstand  inflationary  effects,  it  does  not 
appear  that  Congress  would  have  intended  to  preclude  an 
adjustment,  as  opposed  to  an  increase,  in  the  size  standards  for 
the  SIC  Codes  in  these  industries. 

For  example,  the  size  standards  for  Engineering, 
Architecture  and  Surveying  Industries  have  been  in  place  since  at 
least  1984.   An  adjustment  proportionate  to  the  inflationary 
effects  on  those  industries  would  be  justified  since  the 
adjustment,  in  its  purest  sense,  would  not  increase  the  SIC  code 
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size  standard  but  would  merely  align  the  standard  in  the  industry 
with  prevailing  economic  conditions.    If  Concfress  agrees  with 
the  rationale  that  an  adjustment  to  reflect  inflation  is  not  an 
increase  in  the  size  standard,  then  we  recommend  that  the 
applicable  SIC  codes  be  adjusted  upward  to  properly  reflect 
inflation. 

In  addition,  we  request  that  Congress  and  the  SBA  take  into 
account  that  some  of  the  industry  size  standards  previously 
mentioned  did  not  receive  a  full  inflationary  adjustment  in  1984. 
Therefore,  the  1984  inflationary  adjustment  is  an  improper 
baseline  for  further  adjustment  of  these  industry  codes. 

To  illustrate,  the  May  6,  1983  proposed  rule  to  revise  the 
size  standards  suggested  an  increase  in  the  size  standard  for 
general  construction  and  special  trade  contractor  to  $21  million 
and  $9  million,  respectively,  based  on  an  upward  inflationary 
adjustment.   However,  the  February  9,  1984  final  rule  established 
these  size  standards  at  $17  million  and  $7  million,  respectively, 
by  applying  less  than  the  full  inflationary  rate  of  81%.   The  net 
effect  of  applying  a  rate  lower  than  the  81%  deflator  was  to 
eliminate  2,300  additional  firms  from  being  considered  small. 

To  illustrate  further,  in  1984,  the  Marine  Engineering  and 
Naval  Architecture  size  standard  received  neither  a  full 
inflation  adjustment  to  $16  million  nor  the  proposed  partial 
inflationary  adjustment  to  $11  million.   Instead,  the  SBA 
maintained  the  status  quo  in  this  size  standard  by  not  affording 
any  adjustment  whatsoever. 


73 


Therefore,  we  recommend  that  SBA  determine  whether  each 
industry  classification  received  the  full  inflationary  adjustment 
in  1984.   For  industries  where  this  did  not  occur,  we  recommend 
that  the  SBA  provide  an  appropriate  inflationary  adjustment. 

As  early  as  1983,  the  SBA  recognized  that  "firms  have  been 
losing  SBA  eligibility  due  to  inflation,  and  an  inflation 
adjustment  will  help  to  remedy  this."  See  Federal  Register.  May 
6,  1983.   In  order  to  adequately  reflect  the  economic  conditions 
of  the  past  nine  years  on  size  standards,  we  recommend  that  the 
SBA  provide  an  additional  adjustment  in  the  size  standards  than 
those  currently  proposed,  given  that,  in  some  cases,  those  size 
standards  have  not  realized  a  true  inflationary  increase  since 
1975. 

Finally,  LAMA  would  like  to  incorporate  the  written  comments 
of  Advanced  Sciences  Inc.,  another  LAMA  member,  regarding  the 
SBA's  proposed  rule  establishing  a  size  standard  of  $18  million 
in  average  annual  receipts  for  Environmental  Services  under  SIC 
Code  8744.   For  the  reasons  set  forth  in  that  statement,  we  urge 
the  SBA  to  classify  "environmental  services"  under  SIC  Code  8731, 
with  an  accompanying  1000  employee  size  standard. 

Thank  you  for  providing  LAMA  with  the  opportunity  to  present 
its  comments  on  the  SBA's  proposed  changes  to  the  size  standard 
regulations. 
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My  name  is  Paralee  White.  I  am  an  attorney  in  private  practice  with 
the  law  firm  of  Cohen  &  White,  a  Washin^on  D.C.  law  firm  specializing  in 
government  contracts.  Approximately  ninety  (90)  percent  of  my  time  is 
spent  advising  small  and  amaU  minority  businesses  on  the  laws  smd 
regulation."?  governing  small  and  small  minority  business,  including  but 
not  limited  to  size  regulations  and  protests,  certificates  of  competency, 
applying  to  the  8(a)  program,  continued  participation  in  the  8(a)  program, 
and  contracting  with  the  federal  government  under  both  the  small  and 
small  minority  programs.    I  also  represent  a  group  of  small  minority 
dealers  in  computer  hardware  and  software  called  the  Coalition  of  Minority 
Dealers,  which  is  an  ad  hoc  group  of  companies  that  comments  on  various 
regulations,  such  as  changes  to  the  size  and  Walsh-Healey  rules,  as 
necessary. 

The  issue  before  the  Subcommittee  today  is  the  Small  Business 
Administration's  ("SBA')  December  31,  1992  proposed  changes  to  the  size 
regiilations.  There  are  currently  thirty  size  standard  levels.  These  size 
standard  levels  are  determined  by  SBA's  analysis  of  each  industry  with  a 
Stemdard  Industrial  Classification  ("SIC")  code.    Its  analysis  includes  such 
things  as  ease  of  entry  (start  up  costs),  mmiber  of  companies  and  number 
and  size  of  award  of  federal  contracts.    SBA's  changes  would  reduced  the 
number  of  fixed  size  standard  levels  to  nine.  There  would  now  be  four 
receipts-based  size  standards  and  five  employee-based  size  standards. 

In  addition,  SBA  proposed  to  adjust  the  receipt.s-based  size  standards 
for  the  first  time  in  eleven  years.   That  is,  this  was  the  first  general 
adjustment  to  the  size  standards  since  March  12,  1984,  an  analysis  which 
was  based  on  statistics  firom  the  3rd  quarter  of  1982  (SBA  has  adjusted  the 

Page  2 


76 


size  stanrlards  for  particvdax  industries.  For  example,  last  July  it 
established  a  single  size  standard  of  $14.5  niilliun  for  all  of  the  computer 
services  737_  series  SICs.)  The  inflation  adjustment  calculated  by  SBA 
was  43.1  percent.  In  other  words,  the  current  size  standard.s  pursuant  to 
which  small  and  small  minority  business  are  deemed  eligible  to  compete 
for  contracts  reserved  for  small  and  small  minority  busine.?s  are  receipts 
that  have  not  been  adjusted  for  inflation  since  1982. 

1  strongly  support  an  immediate  emergency  adjustment  of  all  the 
receipt-based  and  employee-based  size  standards  to  reflect  inflation  since 
1982.   Until  there  can  be  further  notice  and  comment,  I  oppose  SBA's  plan 
to  limit  the  number  of  size  standards. 

I  will  address  the  proposed  adjustments  in  the  size  standards  fii-st 
since  I  believe  there  is  an  urgent  need  for  immediate  action.  As  indicated 
in  the  previous  para^aphs,  the  size  standards  have  not  been  adjusted  for 
inflation  since  1982.  Since  1982,  however,  the  costs  small  business  have 
exploded.   Size  determines  eligibility  for  many  different  programs  at  SBA. 
One  of  the  most  important  programs  to  our  country  is  the  growth  and 
success  of  minority  owned  business.   Minority  business  unfortunately  has 
not  always  receive  federal  contracts  commensurate  witli  its  significance  to 
our  country's  economic  and  social  welfare.    Consequently,  Congress  has 
established  three  primary  programs  to  insvire  that  these  businesses  receive 
an  adequate  share  of  the  federal  contracting  dollars — SBA's  8(a)  program, 
Depart.ment  of  Defense's  SDB  program,  and  the  government-wide 
subcontracting  program.    Minority  owned  businesses'  qualification  for 
these  programs,  however,  requires  that  the  business  be  small.   SBA's 
failing  to  adjust  the  size  standards  for  inflation  has  meant  that  a  company 
that  has  gone  beyond  the  size  criteria  for  its  industry  is  no  longer  eligible  for 
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any  of  these  programs.   SBA's  faihu-e  to  take  action  thus  has  caused 
maxnerous  companies  to  graduate  early  from  the  programs  ,  causing  them 
to  lose  hundreds  of  millions  of  dollars?  of  contracts  for  which  they  would 
otherwiae  be  eligible. 

There  are  other  serious  and  long  term  ramifications  also  resultmg 
from  SBA's  failure  to  act.   For  example,  it  also  has  the  effect  of  artificially 
increasing  the  failure  rate  that  may  be  for  these  programs  because 
companies  that  truly  are  still  small  by  any  rationale  criteria  (e.g.  one 
adjusting  for  inflation)  are  made  ineligible  for  the  programs  before  .   Small 
businesse.s  that  are  truly  still  small  and  yet  risk  being  made  ineligible  for 
the  very  few  federal  government  programs  existing  to  assist  minority 
business  also  are  forced  to  increase  their  already  limited  budgets  by  hiring 
consultants  and  attorneys  to  challenge  the  rules.  This  should  not  be 
condoned  by  an  agency,  such  as  SBA,  that  has  as  its  motto,  "We  are  here  to 
help."  (Amazingly,  although  SBA  has  not  been  able  to  act  to  increase  the 
size  standards  for  inflation  which  is  a  critical  matter  to  minority  owned 
business,  in  another  case  it  found  the  confusion  of  just  several  DoD 
personnel  sufficient  to  issue  an  emergency  interim  rule  without  any  notice 
and  comment  to  establish  an  entirely  new  SIC  stibcategory.  See  Federal 
Register,  January  13,  1993.) 

As  a  secondary  inaLter,  SBA  also  .should  be  advised  to  change  what  is 
becoming  its  standard  procedure  for  announcing  proposed  changes  in  the 
size  regulation.   Specifically,  there  is  no  reason  that  the  adjustment  for 
inflation  should  be  coupled  with  the  more  complicated  issue  of  whether  the 
size  standards  should  be  made  more  uniform.   SBA  has  the  habit  (see  its 

previous  increase  in  the  size  standards  for  the  737 SIC  series)  of 

proposing  urgently  needed  changes  highly  desired  by  the  industry  with 
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other  changes  that  may  not  be  so  desirous.  Many  of  my  clients,  and 

perhaps  other  small  businesses,  therefore,  are  reluctant  to  oppose  the  less 

desirous  change  because  it  may  kill  the  urgently  needed  change.   The  effect 

is  to  hamper  comments  on  proposed  changes  and  to  interfere  with  the 

timely  enactment  of  the  xirgently  needed  change  {i.e.  if  numerous  negative 

comments  are  received  on  the  uniformity  aspect  of  tlie  proposed  change 

SBA  has  a  basis  on  which  to  delay  further  consideration  of  the  entire  new 

rule).  There  is  no  reason  that  the  issues  have  to  be  the  subject  of  one  notice 

and  comment. 

The  estabhshment  of  a  limited  number  of  size  standards 

unfortunately  offers  a  good  example  of  how  SBA  initiates  and  formulates 

regulatory  changes.   SBA  states  in  its  proposed  rule  announcement  that  the 

receipt-based  size  standards  are  being  limited  for  the  first  time  since  the 

inception  of  the  small  business  program  because, 

SBA  believes  that  the  current  system  of  thirty  size 
standard  levels  has  led  to  confusion  and  has  created  a 
needless  complication  of  the  size  standards. 

This  is  the  totality  of  the  analysis  offered  by  SBA.  There  is  no  survey  of 
government  contracting  officers  apparently  done  before  announcement  of 
the  proposed  rule.  There  is  no  offering  by  example  or  otherwise  of  any  basis 
for  how  SBA  reached  this  conclusion  or  even  who  is  confused — SBA? 
contracting  officers?   small  businesses?. 

Moreover,  it  is  unclear  on  its  face  what  is  unclear  and  confusing 
about  having  thirty  size  standards.  The  size  standards  are  listed  by  SIC 
with  either  a  number  of  employees  or  a  dollar  value  of  annual  receipts 
Hsted  by  each  SIC.  The  list  of  SICs  and  corresponding  size  standards  is  set 
forth  both  in  13  CFR  §121,  the  implementing  regulations,  and,  as  a  result  of 
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a  more  recent  change,  the  Federal  Acqvdsition  Regulations  at  48  CFR. 
Thus,  once  the  SIC  for  the  procurement  is  detennined,  all  a  company  or 
contracting  officer  has  to  do  in  order  to  determine  the  size  standard  for  a 
particular  procurement  is  look  at  this  simple  chart. 

The  danger  of  falling  for  the  attractive  notions  of  simplicity  over 
accuracy  is  illustrated  by  this  example.   In  the  computer  services  industry 
the  distinction  between  various  SICs  became  less  and  less  clear  and  SBA 
therefore  made  the  the  size  standards  uniform  (at  least  for  the  moment). 
(As  here,  there  was  no  real  exploration  in  the  Federal  Register 
annoxmcement  of  who  said  they  were  confusing.)   This  example,  however, 
also  is  illustrative  of  the  dangers  of  simply  estabUshing  imiform  size 

standards.    The  737 series  includes  such  varied  industries  as  computer 

programming,  computer  rental  and  leasing,  computer  maintenance,  and 
systems  integration.   Currently,  due  to  SBA  establishment  of  a  uniform  size 
standard,  each  of  these  industries  has  the  same  size  standard.  Yet  the 
contracts  primarily  for  systems  integration  (SIC  7373)  normally  also 
include  the  software  and  hardware  for  the  integration,  which  may  consist 
of  70  to  80  percent  of  the  value  of  the  contract.  Thus,  a  company  can  have 
very  few  employees,  20  for  example,  and  yet  be  too  large  to  compete  under  a 
$14.5  million  size  standard.   A  computer  programming  company,  by 
contract,  might  have  500  employees  before  it  exceeded  the  standard. 
Clearly,  a  different  size  standard  would  be  more  appropriate  for  each 
different  SlC. 

For  the  foregoing  reasons,  SBA  should  be  required  to  publish  (at  least 
in  summary  form)  in  the  Federal  Register  for  public  review  aU  of  the  data, 
letters,  correspondence,  etc.  that  caused  it  to  come  to  the  belief  that  the 
existence  of  thirty  size  standards  is  confusing. 
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Mr.  Chairman  and  inemb<»rQ  oS  r>ia  Subcommlt-tec,  I  am  Noncy  Wt»t;t:^  Co- 
Chair  of  tha  Goverrunantal  Affairs  Commlttsa  of  the  Airport 
Minority  Advisory  Council  otharvlse  known  amac.  AMAC  '  o  dive'-«:<a 
irembership  is  comprlaed  of  over  200  roprssentativea  o£  minority 
and  women-ownad  firms,  airport  o;>«ro-toro  and  varioug  5iovei-nm.^nt 
entltico  Interestad  in  business  opportunities  at  eirpor-ta.  We 
appreciate  tho  opportunity  to  6ppear  before  you  today  to  comment. 
on  the  topic  o£  tne  Soall  Business  Administration ' o  (SBA)  size 
srandards  and  -tha  impact  of  t.^eaa  standards  in  th.®  airport 
envlron-Tient:  in  which  many  of  our  buclneoo  members  oper-otc. 

TMs  hearing  is  porricularly  Liiuely  in  light  of  recent  srarutory 
changes  to  tho  Disadvantagad  Quoinass  Enterprlsa  (DBE)  S»it>gram 
p.necLed  es  part  of  the  1992  Airport  Improvement  Prograra  (Air) 
reauthorization.  The  alrpoi '_  Dss  Program,  whinh  hoiJ  been  In 
exlstencve  since  19S0,  requires  U.S.  airporte  to  maKe  goo<J  faith 
efforts  to  achieve  at  least  10%  DBS  participation  in  federally- 
funded  projects  and  airport  concessions  activities.  The 
regulations  under  which  this  procram  operates,  ■A^  cfr  Part  23, 
define  DBEs  as  small  businesses  owned  and  operated  by  socially  and 
economically  disadvantaged  individuals.  Although  the  secretary  of 
Transportation  has  the  authority  to  define  Bmall,  the  ragulation, 
historically,  requlretl  the  use  of  tha  SBA's  size  standards. 

During  the  ruDemaklng  process  fallowing  the  19S7  AIP 
reauthor  J  ?;atlon,   Amac   and   other  commantors   raicod   concerns 
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regarding  the  size  standards  for  alrpcrr  concasaion  bucinessas. 
The  size  cap  for  food,  ijeverage,  and  retail  concessions  at.  that 
time  was  S3.  5  million.  I>ue  to  t-^e  nature  of  ooncoaaion  ac-=iviti6S 
on  airpcrts,  the  ixpact  Of  t-hia  size  standard  was  that  Dbk  finna 
were  forced  to  graduate  from  the  program  at  th«  53.5  ip.illion 
Isvol,  bur  ware  too  small  to  ccnspeta  ag*in3t  mucn  larger  majority- 
owned  firms.  In  ita  conrrients  tO  COT 'a  1990  DBS  rule,  A-VAC 
attached  an  economic  analysis  that  contained  research  on  r.he 
developrr-cnt  of  SEA'S  si=e  standards,  and  addressed  the  propriety 
of  their  use.  in  the  airports*  DBE  concessicn  progr-n.  The 
histories  of  market  activity  in  various  businesses  that  oparate  in 
airports  -  institutional  food  ser-vicas,  restaurants,  Q&nar^>^ 
marcharuaise  retailers,  and  pnr.sanger  car  rental  firms  -  are 
examinee!.  Current  Kmall  businesses  and  leading  non-DDJ:  fima 
within  these  industries  were  studied  to  detersiini  their 
competitivtt  pocturae  within  these  respective  industries.  I  would 
like  to  submit  this  anelysla  for  the  record,  and  urge  that  you 
givo  it  carcfuJ  study. 

To  its  credit,  DOT  issued  a  final  rul«a,  offootivc  June  1, 
1992, which  responded  to  Thd  concerns  raiaed  by  A.MAC  and  other 
cofnmentators  By  raising  the  ei=o  ctandards  to  S30  million  for 
food/beverage  and  retail  concessions,  640  million  for  car  rental 
agencies,  1500  eniployees  for  pay  telephone  concessions  and  $lOO 
million  m  total  assctR  for  banks.  We  generally  favor  these 
adjustments  in  the  concession  size  standards  but  racognizs  that 
they  must  be  tested  over  time  by  Teal  world"  experience. 
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AMAC  is  concftrnftd,  hcwevar,  about  the  aiza  ECandards  which  reaialn 
ur>cMange<2  for  or^er  induatrrlea.  such  as  Airport  Planning, 
Arc>\ltect,uraJ-  and  Enfjin^ering  (a&e)  rela:;eii  proi«s3ional  services 
on<3  Auromcirile  Dealsrnhlps .  XMAC  believes  that  the  current  alie 
standards  are  unrealistlcally  low  for  these  Industries  in  the 
contAxt  of  airport  bu3inass.  vat  ftxample,  the  auArd  of  one  or  two 
major  A&:i  priij<icts  to  a  DSE  firra  could  cause  that  firm  to  axceed 
thd  Ei::s  sr.-indard.  In  addition,  comparing  for  an  A&E  project  for 
a  flrtn  whjr.h  meets  the  size  atandaraa  is  not  realistic  bccouoa 
this   sisa    fir.-n  would  not   have  the  neceaBary  resources. 

The  SBA  methodology  for  developing  alze  standards  may  meet  tha 
needs  of  the  8(a)  prfxjrAm,  but  dces  not  raoogni=e  the  needs  of 
programii  which  require  direct  compctitiein  with  non -dlaadvantajjad 
firsis.  AMAC  feels  strongly  that  tha  economic  stability  oi  the 
program  is  dependent  upon  appropriate  »ize  standards  which  allow 
DBE     rixms      to     grow     and     compete     in     the     airport     mArket.  The.n^ 

wtcndards  must  be  baccd  on  on  in-dapth  economic  study  which 
considers    the    marketplace. 

The  tHap»rtment  of  Transportation  recently  issued  a  Nolica  of 
Proposed  Rulemaking  which  would  revise  the  rule  under  which  rhe 
airport  DBS  program  operatea.  The  NPRM  addressed,  among  other 
Issues,  a  graduation  program  for  DBE  firms.  AMAC  opposed  the 
Introduction  of  such  a  program  in  its  comments  for  several 
reasons.  Including  the  fact  that  size  atandarda  in  end  of 
thcjnsolves   actually  are  a  graduation  program.    While  we  generally 
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oppose  the  proposed  graduation  program,  we  feel  tha-t  the  issuance 
of  o  final  s-ule  13  an  appropriate  opporxunlty  XO  develop  size 
i«!.en<3e:rda  which  adSQuately  addreES  tht«  Issuss  Xacad  by  DBEs  in  the 
alrpor-  ©nvlronnsn*  and  thoraby  advance  the  objectives  of  Lho  DoE 
program.  I  would  like  to  ta>ca  this  opportunity  to  icubmit  a  copy 
of  AMAC'a  comments  to  the  K?RM  for  th«  r«cord. 

In  eurunsry,  the  issue  ot  S3A  size  standards  is  critical  to  the 
growth  and  develcpment  of  the  airport  DBS  program  sinoe  these  are 
the  standards  under  which  the  current  program  operates.  We  ieel 
that  it  is  important  that  the  SBA  in  developlno  its  «tiindar-dB 
congider  thG  environment  In  which  the  various  Induatriea  operate. 
WC  asX  this  £ubcc!rj?.lttee  ±c=-  ynur  support  in  insuring  that  rhe 
methodology  used  by  S5A  to  develop  sizs  stannards  recognizas 
specialized  marJtets  and  current  buainasfl  data- 
Thank  you  for  permitting  me  to  appear  before  you  today.  I  will  ha 
happy  to  respond  to  any  que.'utionK  you  nay  have. 
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IRPOBT  MINOBITV  AOVIBO«V  COUfSICIL 


April  8,  1993 


Docket  Clerk 

OST  Docket  No.  48478 

U.S.  Department  of  Transportation 

400  Seventh  Street,  SW 

Room  4107 

Washington,  D.C.  20590 


The  Airport  Minority  Advisory  Council  (AMAC)  is  an  advocacy  group 
for  Disadvantaged  Business  Enterprises  (DBE)  on  airports.  The 
organization,  founded  in  1988,  is  comprised  of  over  200  members 
representing  both  airports  and  businesses. 

We  would  like  to  take  this  opportunity  to  commend  the  Department 
on  its  decision  to  revise  49  CFR  Part  23;  to  endorse  and  support 
the  Department's  efforts  to  clarify  regulatory  provisions  and 
revise  program  elements  (in  light  of  the  Department's  experience 
with  the  program  over  the  past  twelve  (12)  years);  and,  to 
strongly  endorse  and  support  the  Department's  objective  to  create 
a  clearer  regulation  that  deals  explicitly  with  implementation 
problems  in  the  program. 

AMAC's  review  and  analysis  of  the  proposed  rule,  however, 
indicates  that  certain  issues  and  proposed  changes  will 
significantly  impact  the  program;  contrary  to  the  Department's 
statement  that  the  proposed  changes  are  not  intended  to  radically 
change  the  basic  structure  of  the  program.  This  conclusion  was 
reached  based  upon  a  review  and  analysis  performed  within  the 
following  parameters: 

1)  Knowledge  of  the  program's  original  statutory  provisions, 
the  original  rule  implementing  the  legislative  intent,  and 
Departmental  policy  expressed  in  the  original  rule; 

2)  Statutory  changes  and  subsequent  changes  to  the  rule  that 
have  occurred  over  the  period; 

3)  Experience  of  our  membership  as  program  administrators, 
program  participants,  and/or  advisors  and  consultants; 

4)  Networking  and  interaction  with  other  minority  and  women- 
owned  business  trade  and  professional  organizations; 
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5)  Interactions  with  recipients  of  the  Department's  financial 
assistance  and  the  modal  agencies  charged  with  the 
responsibility  of  monitoring  the  program's  performance;  and, 

6)  Interaction  with  non-DBE  firms  that  participate  in  various 
aspects  of  the  program. 

Several  conceptual  aspects  of  the  proposed  rule,  as  well  specific 
proposed  changes,  give  cause  for  concern  to  AMAC's  members.  Among 
these  are: 

1.  An  apparent  shift  in  policy  from  a  market  share  concept 
to  a  business  development  concept; 

2.  Proposed  changes  to  the  certification  standards  appear 
to  weaken,  rather  than  strengthen  the  program;  and, 

3.  Specific  proposed  program  changes  that  appear  to  need 
research  and  development  before  proceeding. 


BHIPT  IN  POLICY. 

The  preamble  to  the  revised  rule  states:  "This  statutory  program 
is  intended  to  provide  contracting  opportunities  for  small 
businesses  owned  and  controlled  by  socially  and  economically 
disadvantaged  individuals  in  the  Department's  highway,  mass 
transit,  and  airport  financial  assistance  programs." 

Historically,  the  Department's  rules  and  policy  approach  to 
administering  the  program  have  centered  around  two  principle 
objectives:  1)  To  ensure  that  only  eligible  DBEs  participate  in 
the  program;  and,  2)  to  ensure  that  DBEs  (formerly  MBEs  and  WBEs) 
have  the  maximum  opportunity  to  compete  for  and  participate  in  the 
performance  of  contracts  and  subcontracts  financed  in  whole  or  in 
part  with  Federal  funds.  Certification  eligibility  standards  were 
designed  to  accomplish  the  former  and  specific  program  elements 
and  requirements  were  designed  to  accomplish  the  latter. 

The  goal  of  the  Department's  program  appeared  to  have  been  the 
provision  of  assistance  to  DBEs  in  obtaining  a  fair  and  equitable 
"market  share"  of  Federal  dollars  being  spent  by  the  Department. 
The  Final  Report  of  the  United  States  Commission  on  Minority 
Business  Development,  published  in  1992,  supports  the  notion  that 
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the  Department's  program  is  based  on  a  "market  share"  concept. 
The  Commission  noted  in  its  discussion  of  Vendor  Certifications  - 
Use  of  New  Eligibility  Criteria  (Final  Report) ,  related  to  the 
Small  Business  Administration's  (SBA)  8(a)  program,  that: 

"Moat  (if  not  all)  other  minority  business  procurement 
programs  administered  by  Federal  agencies,  or  by  the  state 
and  local  governments  as  a  result  of  a  federal  lav,  are 
basically  concerned  with  affecting  the  share  of  a  particular 
market  opportunity  available  to  minority  firms.  The  primary 
purpose  of  these  efforts,  therefore,  is  the  immediate 
channeling  of  available  work  to  minority  firms  in  order  to 

correct their underutilization   in  a  particular  market. 

Conseguently,  the  major  concern  with  these  programs  is 
chiefly  market  share. . « «"  (emphasis  added) 

The  Department's  discussion  of  "a  graduation"  program  for  DBEs;  a 
new  concept  that  is  introduced  in  addition  to  the  statutory 
"graduation"  requirement,  based  upon  business  size;  and,  the 
proposed  "business  development"  program,  appear  to  be  signaling  a 
radical  shift  in  the  basic  structure  of  the  program.  AMAC  has  two 
principal  concerns  in  this  area. 

First,  AMAC  is  concerned  that  the  introduction  of  a  graduation 
program  would  send  the  wrong  signal  to  agencies  and  recipients  and 
shift  the  emphasis  of  the  program  from  one  of  a  "market  share" 
concept  to  a  "business  development"  concept.  While  this  shift  in 
emphasis,  conceptually,  is  worthy  of  consideration,  AMAC's  concern 
is  that  the  concept,  as  proposed,  is  1)  based  upon  a  faulty 
assumption;  2)  while  fashioned  after  SBA's  8(a)  program 
conceptually,  does  not  offer  sufficient  resources  and  program 
design  guidelines  to  support  such  a  concept;  3)  could  have 
significant  impact  on  the  DBE  community  at  a  time  of  economic 
austerity;  and,  4)  would  add  significant  additional  burden  to 
recipients,  without  providing  clear,  concise  requirements, 
guidelines  or  resources. 

The  faulty  assumption  is  that  a  graduation  program  would  "...open 
space  in  the  DBE  program  for  smaller,  start-up  businesses."  The 
assumption,  in  AMAC's  opinion,  is  faulty  because  it  1)  is  based 
upon  Federal  Highway  (FHWA)  figures  that  indicate  as  few  as  10 
firms  in  some  states  get  over  50  percent  of  the  DBE  work  while 
only  25  percent  of  all  certified  firms,  nationwide,  get  any  work 
at  all;  and,  2)  assumes  that  the  larger  DBE  firms  prevent  or 


INORITY  A0VI80RV  COUNCIL 


88 


Docket  Clerk,  Docket  No.  48478 
April  8,  1993 
Page  4 


somehow  limit  opportunities  for  smaller  firms  to  get  work  and 
grow. 

It  would  appear  to  AMAC  that  the  question  that  should  be  address 
here  is  not  how  to  get  a  few  successful  firms  out  of  the  program, 
as  long  as  they  remain  otherwise  eligible.  Rather,  the  question 
should  be  why  only  25  percent  of  the  certified  firms  nationwide 
get  any  work  at  all? 

Our  membership,  which  consists  of  program  administrators,  prime 
contractors,  consultants,  compliance  officials,  and  DBEs  alike 
know  that  factors  other  than  just  a  few  successful  DBE  firms 
impact  upon  why  smaller,  start  up  firms  do  not  get  work.  Among 
these  are  lack  of  a  track  record  (experience),  access  to  capital, 
access  to  credit,  bonding  and  insurance  limits,  capabilities, 
contacts  in  the  industry,  and  a  host  of  others.  We  believe  that 
these  and  other  factors  should  be  researched  and  examined  further 
before  embarking  on  a  solution  to  a  problem  that  has  yet  to  be 
clearly  identified  and  documented. 

Second,  in  AMAC's  opinion,  the  proposed  graduation  program  and 
accompanying  business  development  concept,  as  proposed,  would  miss 
their  aim;  that  being  to  1)  help  DBE  firms  develop  to  the  point 
where  they  can  compete  in  the  open  market;  and,  2)  help  firms  move 
beyond  the  traditional  areas  of  DBE  participation. 

The  Department's  business  development  concept  appears  to  be 
fashioned  after  rules  in  the  SBA's  8(a)  program.  However,  one  of 
the  major  differences  between  the  8(a)  program  and  the 
Department's  proposed  program  is  that  the  8(a)  program  is  designed 
to  assist  small  and  DBE  firms  in  getting  contracts  with  government 
agencies,  while  the  Department's  program  appears  to  1)  place  the 
burden  entirely  upon  the  recipient  and  the  DBE  firms;  and  2) 
appears  be  aimed  primarily  at  getting  DBE  firms  out  of  the 
program.  This  assertion  is  based  upon  the  fact  that  the 
Department's  proposed  rule  focuses  almost  entirely  upon  what  the 
DBE  participant  must  do  to  remain  in  the  program,  i.e.,  develop  a 
business  plan,  annually  review  the  plan,  annually  forecast  its 
need  for  contract  awards,  etc.,  while  the  8(a)  program  focuses  on 
getting  contracts  for  the  DBE.   That  is,  in  the  8(a)  program: 

1.  The  SBA  acts  as  the  prime  contractor  with  the  government 
agencies  and  subcontracts  out  the  work  to  certified  DBE 
firms  in  the  program;  or. 
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2.  Uses  procedures  developed  for  sole  Bource  contracts;  or, 

3.  Uses  competitive  procedures  in  which  competition  for 
contracts  is  between  certified  firms  within  the  same  SIC 
classification. 

Each  of  these  procedures  in  the  8(a)  program  works  to  assist  the 
DBE  firm  in  growing  and  developing  during  the  life  of  its 
involvement  in  the  program,  with  some  assurances  of  success.  The 
program  focuses  on  business  development  through  the  promotion  of 
the  competitive  viability  of  the  firm,  helps  to  make  it  a  stable 
source  of  supply  for  the  government  and  a  contributor  to  the 
industrial  base. 

The  Department's  proposed  business  development  program,  on  the 
other  hand,  puts  DBE  firms  in  the  position  of  having  to  compare  in 
the  open  market  place,  assisted  by  their  DBE  status,  however  at 
the  same  time  at  risk  of  being  dropped  from  the  program  iif  certain 
procedural  requirements  are  not  met.  In  AMAC's  opinion,  this  is  a 
flaw  in  the  design  of  the  program  that  will  serve  to  hurt,  rather 
than  help  developing  DBE  firms. 

While  AMAC  does  not  oppose  the  concepts  of  business  development 
and  a  graduation  program,  we  believe  that  the  Department's  program 
should  remain  a  market  share  concept.  Given  this,  we  strongly 
recommend  that  a  business  development  program,  with  its  attending 
mentor /protege  concept,  and  a  graduation  program  should  be 
researched  and  tested,  within  each  modal  administration,  before 
being  proposed  in  a  final  rule.  Testing  should  be  done  through  a 
prototype  which  would  allow  for  adequate  policy  development  and 
the  design  and  refinement  of  the  programs  so  that  clear,  concise 
program  guidelines,  consistent  with  the  program's  intent,  can  be 
developed  and  provided  to  recipients  and  modal  administrations. 

THE  CERTIFICATION  PROCESS  (23.27)  AND  PROPOSED  CHAMGE8  TO  THE 
CERTIFICATION  STANDARDS  (23.29) 

On  the  one  hand,  AMAC  believes  that  the  proposed  rule  does  not  go 
far  enough  to  eliminate  the  problem  of  subjective  certification 
judgments.  On  the  other  hand,  we  believe  that  the  proposed  rule 
goes  too  far  in  relaxisg  the  standards;  to  the  point  of  giving 
unfair  advantage  to  one  group. 


AlOPOnT  MIIMOniTY  AOVISORV  COUMCIL 


90 


Docket  Clerk,  Docket  No, 
April  8,  1993 
Page  6 


Regarding  eliminating  subjective  certification  judgraent,  AMAC  is 
sensitive  to  the  fact  that  it  is  not  possible  to  totally  eliminate 
subjectivity.  However,  we  are  of  the  opinion  that  more  specific 
requirements  and  restrictions,  accompanied  by  examples,  would  go  a 
long  way  towards  eliminating  misinterpretations  of  the 
Department's  intent  and  providing  consistency. 

First,  the  current  rule  and  the  proposed  rule  use  terms  and 
phrases  that  should  be  more  specif ically  defined  and/or  explained. 
Some  examples  of  these  are: 

Ownership  must  be  real,  substantial,  and  continuing. 

Going  beyond  pro  forma  ownership  of  the  firm  as 
reflected  in  ownership  documents. 

The  disadvantaged  owners  must  enjoy  the  customary 
incidents  of  ownership  ...  as  demonstrated  by  the 
substance,  not  merely  the  form  of  arrangements. 

The  contribution  of  capital  or  expertise  must  be  real 
and  substantial. 

The  recipient  may  consider  normal  industry  practices 
when  making  decisions  about  independence,  but  industry 
practices  do  not  override  requirements  of  this  rule. 

AMAC  believes  that  the  Department  could  begin  to  remove  much  of 
the  subjectivity  inherent  in  the  rule  by  clearly  defining  and 
providing  specific  examples  of  its  intent  in  the  use  to  these 
terms  and  phrases. 

Second,  specific  requirements,  restrictions,  and  examples  should 
be  provided  regarding  factors  that  impact  the  certif iability  of 
firms.  If,  for  example,  members  of  the  designated  groups  are 
presumed  to  be  socially  and  economically  disadvantaged,  the 
Department  should  provide  specific  requirements  for  determining 
whether  the  individual  fits  into  one  of  the  categories,  i.e.,  what 
are  the  minimum  documentation  requirements  to  establish  membership 
in  one  of  the  designated  groups. 

The  same  applies  in  determining  ownership  and  control.  The 
Department  should  be  specific  as  to  what  factors  need  to  be 
examined,  what  factors  will  render  the  firm  eligible,  what  factors 
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will  render  the  firm  ineligible,  how  the  data  should  be  analyzed 
to  arrive  at  a  certification  decision,  and  the  Department's 
intent.  The  requirements  and  restrictions  should  be  followed  by 
examples  and  should  be  concise  enough  that  they  leave  little  room 
for  interpretation.   For  example: 

What  are  the  factors  that  must  be  examined  to  determine 
ownership  and  control?  What  information  is  needed  to  examine 
these  factors?  What  requirements  and  restrictions  apply? 
How  should  these  be  assessed?  What  implications  exist  if 
X,y,Z  are  present?  What  implications  exist  if  X,Y,Z  are 
absent?  What  does  the  Department  intend  with  these 
requirements  and  restrictions? 

This  approach  to  establishing  the  rule,  in  our  opinion,  would  lead 
to  more  consistency  in  the  application  of  the  rule,  significantly 
reduce  misinterpretation  of  the  Department's  intent,  and  serve  to 
reduce  incidents  of  subjectivity  that  now  exist. 

As  noted,  AMAC  believes  that  many  of  the  changes  proposed  in  the 
rule  relax  the  certification  standards  to  the  point  of  giving 
unfair  advantage  to  one  group  -  non-minority  women.  Certification 
experience  in  the  field  indicates  that  many  firms  applying  for 
certification  as  women-owned  and  controlled  do  not  meet  the  spirit 
and  intent  or  the  current  interpretation  of  the  eligibility 
standards.  The  proposed  changes  will  only  serve  to  make  the 
problem  even  more  acute. 

AMAC  members  with  field  certification  experience  report  a 
significantly  large  number  of  firms  applying  for  DBE 
certification,  "owned  by  women",  having  two  or  more  of  the 
following  situations  existing: 

The  applicant  owner (s)  has  no  expertise,  experience,  or 
training  in  the  areas  critical  to  the  firm's  operation  and/or 
specific  to  that  type  of  business. 

The  firm's  original  owner  was  a  non-minority  male  and  the 
woman's  ownership  was  acquired  through  a  transfer  of  stocks 
from  the  non-minority  male  or  was  acquired  as  a  gift  from  the 
non-minority  male.  The  latter  situation  is  often  associated 
with  community  property  venues. 
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The  ownership  was  acquired  through  community  property  assets, 
the  wife  is  51  percent  owner,  and  the  husband  is  the  minority 
stockholder;  usually  with  at  least  49  percent  ownership 
interest. 

The  ownership  interest  was  acquired  with  minimal  capital 
investment;  usually  $1.00  per  share,  with  no  additional 
capital  invested. 

Required  licenses  and/or  professional  certificates  were 
obtained  by  non-minority  males. 

Expertise,  experience,  and  industry  contacts  are  typically 
held  by  the  non-minority  males. 

Supervision  of  field  activities  and/or  operations  are 
typically  vested  with  the  non-minority  male  stockholder. 

Non-minority  male  stockholders  tend  to  also  be  directors  and 
officers  in  the  firms. 


These  situations  become  particularly  acute  in  circumstances  where 
husbands  are  involved  in  the  business,  but,  as  a  general  rule, 
exist  wherever  non-minority  males  share  in  the  ownership  and 
control  of  the  firms.  Given  this,  AMAC  has  particular  concern 
regarding  several  of  the  proposed  changes  addressing  ownership  and 
control . 

AMAC  believes  that  the  rule  regarding  ownership  and  control  should 
be  based  upon  the  guidina  principle  that  applicants  for 
certification  as  a  DBE  should  possess  expertise  in  areas  critical 
to  the  firms  operation  and  specific  to  that  type  of  business;  and, 
2)  where  licenses  or  professional  certificates  are  required  for 
the  business,  that  the  applicant  be  the  qualifier  and/or 
Responsible  Management  Official  for  such  license  or  certificate. 
We  do  not  agree  that  this  should  not  be  a  factor  if  it  is  not 
required  by  a  State  or  other  governing  body. 

In  keeping  with  this  principle,  AMAC  believes  that  ownership 
acquisition  through  transfer  from  another  DBE,  through  a  division 
of  property  (including  community  property),  or  settlement 
agreements  in  a  divorce  action  should  also  be  subject  to 
restrictions,  based  upon  the  guiding  principle.  At  a  minimum,  we 
believe  that  the  rule  should  require  that: 
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1)  The  applicant  have  expertise  in  the  areas  critical  to  the 
firm's  operations  and  specific  to  that  type  of  business; 

2)  The  recipient  of  the  transferred  business,  property 
division  or  property  settlement  in  a  divorce  be  a  hands-on 
owner ;  and , 

3)  The  new  owner  must  be  able  to  demonstrate  control  over 
the  business,  which  may  require  that  the  new  owner  operate 
the  business  for  a  specified  period  of  time  before  it  can 
apply  for  certification. 

In  the  case  of  inheritance  or  death  of  the  former  owner,  if  the 
firm  was  owned  and  operated  by  a  non-minority  male,  AMAC's 
position  is  that  the  firm  should  not  qualify  for  certification  as 
m  DBE  under  any  circumstances. 

Likewise,  a  gift,  including  a  gift  of  funds,  should  not  be  an 
acceptable  means  of  acquiring  ownership  interest,  unless  the 
individual  meets  the  requirements  of  the  guiding  principle; 
namely,  has  expertise  in  the  areas  critical  to  the  firm's 
operation,  etc. 

In  the  area  of  community  property,  AMAC  concurs  with  the 
Department  that  if  the  spouse  irrevocably  renounces  and  transfers 
his/her  rights  in  the  ownership  interest  of  the  firm  that  the  use 
of  community  property  assets  to  acquire  ownership  is  acceptable. 
However,  AMAC  believes  that  the  guiding  principle  should  apply 
here  as  well  and  the  rule  should  reflect  those  requirements  and 
restrictions. 

AMAC  concurs  that  debt  instruments  from  financial  institutions  and 
similar  organizations  should  not  render  a  firm  ineligible  even  if 
the  debt  is  secured  with  ownership  interest.  In  addition,  AMAC 
would  like  for  the  Department  to  establish  ownership  in 
corporations  based  on  voting  stock  rather  than  "all  stock"  to 
eliminate  the  problem  encountered  by  firms  who  have  issued 
preferred  stock. 

AMAC  also  concurs  with  the  Department  in  its  position  that  an 
individual  need  not  be  required  to  have  hands-on,  direct  control 
of  or  expertise  in  every  aspect  of  a  firm's  affairs  and  that  the 
disadvantaged  owners  may  delegate  various  areas  of  management  of 
daily  operations. 
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In  AHAC's  view,  however,  based  upon  the  field  certification 
experience  of  some  of  our  members,  it  is  unlikely  that  the  woman 
or  minority  owner  of  a  firm  applying  for  certification  has  the 
ability  or  the  power  (formal  or  informal)  to  revoke  delegated 
authority  where  non-minority  husbands  and/or  non-minority  male 
partners  possess  the  license  and/or  professional  certificates, 
expertise  and  experience,  industry  contacts,  perform  supervision 
of  field  activities  and/or  operations,  hold  a  substantial  amount 
of  ownership  interest  in  the  firm  (up  to  49  percent) ,  and  serve  as 
directors  and  officers  in  the  firm.  Given  this,  AMAC  believes 
that  the  Department  must  go  further  than  it  proposes  and  develop 
specific  requirements,  restrictions,  and  examples  to  regulate 
delegation  of  authority,  based  upon  the  guiding  principle. 

AMAC  also  recommends  that  the  Department  initiate  research  that 
involves  obtaining  input  from  field  certification  practitioners  in 
each  modal  agency  before  promulgating  a  final  rule.  This 
recommendation  is  based  upon  our  belief  that  the  rule  should  take 
into  consideration  differences  in  programs  between 
administrations.   For  example: 

Size  standards  and  information  needs  for  airport 
certifications  are  different  from  that  of  other  modal 
agencies  where  concession  activities  are  involved.  There  is 
a  likelihood  that  the  FTA  and  highways  have  unique  situations 
as  well.  Unless  these  are  looked  at  and  addressed,  the 
Department  may  continue  to  have  difficulty  with  the 
regulatory  language  meaning  one  thing  in  the  highway  program 
and  something  different  in  the  transit  and  airport  programs. 

AMAC  would  also  recommend  that,  once  the  research  and  input 
gathering  are  completed  and  a  final  rule  promulgated,  the 
Department  take  on  the  responsibility  for  developing  and 
delivering  a  comprehensive  training  program  for  all  recipients  and 
administration  compliance  officials.  In  addition,  we  recommend 
that  the  training  manual  be  made  available  to  the  public. 

DWIFIED  STATEWIDE  CERTIFICATIOM  PROGRAM. 

AMAC  applauds  the  Department's  consideration  of  this  new  program 
element.  We  too  agree  that  multiple  certification  applications 
are  one  of  the  most  pervasive  causes  of  concern  in  the 
certification  process. 


^^ANK 


AIBPORT  IVIINOniTY  AOVIBORY  COUNCIL 


95 


Docket  Clerk,  Docket  No.  48478 
April  8,  1993 
Page  11 


While  we  note  that  the  Department  raised  a  number  of  concerns  that 
we  also  have  regarding  such  a  system,  e.g.,  practicability, 
advantages/disadvantages,  lead  time,  appropriate  time  limits, 
mandatory  reciprocity,  quality  control,  etc.,  one  of  our  primary 
concerns  is  that  the  program's  intent  may  not  be  realized  because 
not  enough  research  and  testing  was  done  before  proposing  it  as  a 
rule. 

Quality  control  is  a  major  concern  to  us;  particularly  for  airport 
concession  certifications.  Our  experience  indicates  that 
certification  practitioners  who  do  certifications  for  highways, 
for  example,  have  little  appreciation  and  understanding  of 
certification  requirements  for  airport  concessions. 

AMAC  would  propose  that  the  Department  retain  the  concept,  but 
reserve  a  decision  on  implementing  such  a  program  until  it  has  had 
the  opportunity  to  conduct  research.  The  research,  in  our 
opinion,  should  include  obtaining  input  and  data  from  all  of  the 
modal  agencies,  recipients,  DBEs  and  consultants,  and  policy 
development  and  program  design  should  be  based  upon  the  research 
results.  In  addition,  we  recommend  that  a  prototype  model  be 
developed  and  tested,  perhaps  in  as  many  as  three  regions  and 
across  modal  administrations,  to  fine-tune  the  policy  and  program 
design,  and  the  results  of  the  prototype  test  be  used  to  form  the 
basis  of  the  final  rule,  program  implementation,  and  training. 
AMAC  would  be  pleased  to  assist  in  such  an  endeavor. 

AMAC  believes  that  a  unified  certification  system  can  relieve  a 
number  of  problems  and  issues  faced  by  the  program.  However,  we 
also  believe,  given  the  austere  times  we  find  ourselves  in,  that 
we  must  ensure  that  new  programs  1)  accomplish  their  intended 
purpose;  and,  2)  do  not  present  unnecessary  additional 
administrative  burdens  on  recipients  and  users  of  the  system. 
Without  adequate  research  and  thoughtful  policy  development  and 
planning,  we  can  be  subjected  to  one  or  both  shortcomings  without 
need. 


OTHER  PROGRAM  ELEMENTS 

Section  23.9  proposes  the  establishment  of  a  DBE  Program  Council 
to  assist  in  overcoming  problems  with  inconsistent  regulatory 
interpretations  and  program  guidance.  While  inconsistency  and 
communication  do  pose  a  major  problem,  which  the  Council  nay  help 
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to  solve,  it  is  necessary  to  tighten  the  language  of  the  rule  to 
clearly  establish  how  such  a  Council  would  be  structured  and  how 
it  would  effectively  operate.  In  lieu  of  language  in  the  actual 
rule,  Council  operating  procedures,  including  procedures  on  how 
the  Council  will  obtain  input  from  the  field  on  issues,  could  be 
developed  and  distributed  along  with  the  rule,  but  we  would  like 
to  know  how  the  council  will  be  structured  and  operate  before  we 
concur . 

AMAC  would  like  to  take  this  opportunity  to  stress  that  in 
addition  to  training  for  individuals  involved  in  the  certification 
process,  there  is  a  great  need  for  field  support  when  questions 
regarding  interpretation  of  specific  information  arise. 
Currently,  there  is  no  assistance  available  when  specific 
questions  arise.  Regional  DOT  offices  refer  difficult  questions 
to  DOT  in  Washington  who  are  unable  to  hear  detailed  specifics 
since  they  may  eventually  have  to  rule  on  an  appeal  or  challenge. 
Perhaps  procedures  and  policies  for  a  DBE  Program  Council  could 
deal  with  the  issue  of  technical  support  to  field  certification 
staff. 

Section  23.11  deals  with  reporting  requirements.  In  effect,  the 
rule  proposes  quarterly  reports.  Airports  currently  report  on  an 
annual  basis  and  even  at  this  level  there  is  inconsistent  review 
and  enforcement.  It  seems  that  a  quarterly  reporting  requirement 
would  place  additional  administrative  burdens  on  airports  and  may 
not  be  effectively  utilize  by  the  administration.  In  addition,  we 
recommend  that  specific  reporting  requirements  for  airports  be 
developed  to  accommodate  the  variations  in  this  industry 
(concessions,  letters  of  intent,  etc.).  Also,  the  timing  of 
requirements  for  reporting  should  be  reviewed  to  determine  the 
most  effective  and  efficient  methods  for  airports. 

Section  23.35  addresses  good  faith  efforts.  AMAC  is  in  concurrence 
that  all  bidders  should  reflect  DBE  participation  in  their  bid 
documents  in  an  effort  to  reduce  the  likelihood  of  bid  shopping. 
In  addition,  AMAC  believes  that  this  section  should  also  provide 
specific  guidance  to  recipients  regarding  enforcement.  That  is, 
what  kind  of  sanctions  should  be  imposed  on  contractors  who  do  not 
meet  or  follow  through  with  good  faith  efforts  after  contract 
award.  One  recommendation  is  to  state  in  the  rule  that  the 
recipient  shall  inform  potential  bidders  in  the  solicitation  and 
pre-bid,  as  well  as  make  it  a  condition  in  the  contract,  that 
payment  will  be  withheld,  as  a  penalty,  for  all  work  that  the 
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contractor  said  would  go  to  DBEs  but  was  performed  by  the 
contractor  or  a  non-DBE  subcontractor. 


Section  23.37  deals  with  counting  participation  towards  goals. 
AMAC  agrees  that  work  which  is  subcontracted  to  a  DBE  and  then 
subcontracted  back  to  the  prime  or  an  affiliate  should  not  count 
towards  goals.  In  addition,  AMAC  believes  that  work  which  is 
subcontracted  from  a  DBE  firm  to  a  non-DBE  firm  should  not  count 
towards  the  goals,  however  supplies/materials  purchased  by  a  DBE 
firm  from  a  non-DBE  firm  for  performance  of  a  subcontract  should 
not  be  deducted.  AMAC  believes  that  such  a  restriction  would 
place  undue  competitive  and  administrative  burdens  on  DBE  firms 
since  they  would  be  required  to  report  source  of  supply  for 
materials  and  would  be  pressured  to  utilize  only  DBE  firms  in 
acquiring  materials. 

Section  23.29  also  addresses  personal  net  worth.  AMAC  believes 
that  this  provision  should  be  dropped  from  consideration  for  two 
reasons. 

First,  the  provision  would  have  a  major  impact  on  the 
certification  eligibility  of  DBEs  interested  in  concession 
activities  on  airports.  Less  than  a  year  ago  size  standards  for 
concessions  were  increased  from  $3.5  million  to  S30  and  $40 
million.  The  proposed  net  worth  cap  of  $750,000  would  have  the 
effect  of  reducing  the  size  standard,  since  it  is  inconceivable 
that  a  person  owning  a  company  with  gross  sales  in  the  $20  to  $30 
million  range  would  have  a  net  worth  of  less  than  $750,000. 

Second,  the  Department  noted  in  the  preamble  to  the  proposed  rule: 

"Members  of  the  designated  groups  are  pres\uned  to  be  socially 
and  economically  disadvantaged.  A  presximption  is  a  very 
specific  legal  concept.  It  means  that  from  fact  Z,  one  draws 
conclusion  Y,  without  making  any  of  the  intervening  factual 
or  legal  inquiries  that  would  be  necessary  if  one  were  making 
a  case-by-casa  determination.  When  the  DBE  statute  says  that 
members  of  certain  designated  groups  shall  be  presumed  to  be 
socially  and  economically  disadvantaged,  the  statute  commands 
(except  in  a  situation  where  the  presumption  is  rebutted) 
that  any  individual  who  fits  into  one  of  these  categories 
must  be  viewed  as  socially  and  economically  disadvantaged, 
without  further  inquiry  into  the  individual  facts  of  his  or 
ber  situation." 
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In  our  opinion,  the  proposed  requirement  that  an  applicant  Bubmit, 
along  with  his/her  certification  application,  a  statement  of 
personal  net  worth  is  inconsistent  with  the  statutory  presumption, 
as  described  by  the  Department  in  the  statement  above. 

This  section  also  refers  to  business  size  and  references  the  SBA 
size  standards  found  in  13  CFR  Part  121.  Given  the  condition  that 
airports,  as  a  market,  are  spread  across  the  entire  country, 
coupled  with  the  fact  that  DBEs,  more  and  more,  are  faced  with 
having  to  have  a  "local  presence"  in  a  growing  number  of 
jurisdictions  to  participate  in  many  airport  programs,  AMAC 
recommends  that  the  Department  reexamine  its  position  on  business 
size  contained  in  the  proposed  rule  and  consider  authorizing  modal 
administrations  to  develop  size  standards  for  themselves,  based 
upon  industry  and  local  conditions. 

The  Department,  in  the  proposed  rule,  for  example,  states  that 
"Recipients  shall  apply  the  current  SBA  business  size  standard (s) 
found  in  13  CFR  Part  121  appropriate  to  the  type(s)  of  work  the 

firm  seeks  to  perform  in  DOT-assisted  contracts "  However,  in 

the  preamble  to  Subpart  F,  published  in  the  Federal  Register,  VOL 
57  no.  84,  Thursday  April  30,  1992,  the  Department  noted: 

"While  the  FAA  is  bound  under  Section  505  (d)(2)(B)  of  the 
XAIA,  to  the  SBA' 8  definition  of  "Social  and  Economic 
disadvantage  individuals",  it  is  not  bound  by  law  to  other 
sections  of  the  Small  Business  ACT  or  SBA's  implementing 
regulations." 

In  view  of  the  above,  AMAC  would  propose  that  the  Department 
authorize  the  FAA  to  review  size  standards  for  professional 
service  firms  that  do  work  on  airports  and  be  allowed  to  adjust 
the  size  limits  upward  so  that  these  firms  might  have  a  better 
opportunity  to  compete  for  work  at  airports  requiring  a  local 
presence  and  as  prime  contractors.  Based  on  the  current  size 
standards,  and  given  the  scope  of  work  for  professional  services 
prime  contracts,  generally  firms  who  qualify  as  DBE  firms  are 
either  too  small  to  compete  as  a  prime  contractor  or  are  too  small 
to  be  able  to  afford  offices  in  other  jurisdictions. 

Section  23.29  deals  with  payment  and  payment  disputes.  AMAC 
recommends  that  before  a  final  rule  is  proposed  that  the 
Department  talk  directly  to  DBE  firms  who  face  this  problem  and 
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solicit  their  input.  He  would  prefer  that  the  rule  not  be 
developed  based  upon  strong  comments  from  non-DBE  primes  without 
input  from  the  DBE  firms  who  are  affected  by  this  type  of  problem. 

Section  23.51  deals  with  the  issue  of  denials  of  certification  and 
a  firm's  ability  to  dispute  a  denial.  AMAC  believes  that  this 
provision  may  significantly  impact  the  administrative  burden  of 
the  program  and  increase  the  dilemma  faced  by  certifying  agencies 
in  determining  the  types  of  "cures"  which  are  substantive.  While 
AMAC  agrees  that  a  firm  should  have  a  procedural  right  to  rebut  an 
agency's  denial  decision,  we  do  not  agree  that  the  firm  should 
have  the  right  to  show  the  recipient  that  it  has  resolved  the 
specific  problems  cited  as  reasons  for  denial.  In  our  experience, 
when  a  firm  is  denied  certification,  the  denial  is  not  based  upon 
the  kind  of  condition  that  can  be  "fixed"  within  a  30  day  period. 
Therefore,  the  provision  would  appear  to  create  more  problems  than 
it  is  intended  to  solve. 

Section  23.65.  AMAC's  only  comment  here  is  that  it  would  appear 
to  be  inconsistent  with  the  principles  of  due  process  that  a  firm 
indicted,  but  not  yet  convicted,  should  be  subjected  to  suspension 
or  revocation  of  its  certification. 

Again,  AMAC  would  like  to  thank  the  Department  for  the  opportunity 
to  comment  of  its  proposed  revision  of  49  CFR  Part  23.  Over  the 
past  12  years,  many  state  and  local  governments  have  modeled  their 
DBE  programs  after  the  Department's.  We  believe  that  the 
Department,  with  this  revision  to  the  rule,  once  again  has  an 
excellent  opportunity  to  take  the  leadership  role  among  Executive 
Branch  agencies  in  fashioning  a  DBE  program  rule  that  can  be 
emulated  across  the  country.  We  trust  that  the  pressure  to 
respond  to  the  Congress  with  a  revision  does  not  overshadow  the 
need  for  the  revision  to  make  sense  and  accomplish  it's 
objectives.  In  this  regard,  AMAC  stands  ready  to  do  whatever  it 
can  to  assist  the  Department  is  accomplishing  it  DBE  program 
goals. 

Sincerely, 
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To  Whom  II  May  Concern: 

I  am  pleased  to  present  to  you  this  report,  commissioned  by  AMAC,  that 
examines  the  premises  upon  which  SBA  size  standards  development  are 
based  and  their  appropriateness  for  use  in  the  regulation  of  the  FAAs  DBE 
Assistance  Programs. 

Additionally,  the  history  of  activity  w/ithin  the  Institutional  Food  Services. 
Restaurant,  General  Merchandising,  and  Passenger  Car  Rental  industries 
are  investigated.  Current  small  minority  businesses  and  leading  majority 
firms,are  studied  to  determine  their  competitive  postures  within  tneir' 
respective  industries  by  utilizing  key  financial  ratios.  The  broad  range  of 
issues  that  arose  in  consideration  of  utilizing  these  size  standards  are  then 
thoroughly  analyzed  to  discern  whether  they  adequately  address  those 
factors  faced  by  small  businesses  in  the  airport  environment  and  whether 
the  standards  actually  support  the  competitive  position  of  small  business 
concerns  in  the  airport  environment. 

AMAC  greatly  appreciates  the  dedicated,  professional  services  of  D.  J.  Miller 
&  Associates,  without  whose  support  this  project  would  not  have  been 
possible.   Special  mention  should  be  made  of  the  analytical  insight  and 
invaluable  human  resources  support  that  they  provided  for  this  project. 
AMAC  is  particularly  grateful  to  Tina  Hall,  who  designed  and  executed  the 
research. 

Sincerely. 


Clara  H.  Axam 
Chairperson 
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Introduction 

Regulation  49  CFR  Part  23  establishes  guidelines  for  designing  and 
implementing  a  uniform  Disadvantaged  Business  Enterprise  (DBE) 
program  which  aims  to  support  the  fullest  possible  business  participation 
in  contract  opportunities  by  firms  owned  and  controlled  by  socially  and 
economically  disadvantaged  persons.  The  Federal  Aviation 
Administration  (FAA)  of  the  U.S.  Department  of  Transportation  (DOT)  has 
recently  proposed  size  standards  which  are  to  be  used  in  the  regulation 
of  DBE  Assistance  Programs.  These  standards  are  adaptations  of  the 
Small  Business  Administration  (SBA)  business  size  standards. 

The  fundamental  purpose  of  the  Small  Business  Act  is  to  encourage  free 
enterprise  by  strengthening  the  competitive  position  of  small  business 
concerns.  A  statutory  definition  of  business  size  or  the  setting  specific 
guidelines  for  size  standards  have  never  been  established  by  Congress. 
The  existing  regulations  which  set  out  the  SBA's  procedures  and  policies 
for  size  standards  have  been  criticized  for  lacking  specificity  and  clarity 
regarding  primary  and  secondary  factors  considered  by  the  SBA's  Size 
Policy  Board  in  the  development  of  these  standards,  and  the  relative 
weights  assigned  to  those  factors. 

The  SBA  size  standards  came  into  being  in  early  1954  and  reflect  that 
agency's  initial  focus  on  manufacturing  and  similar  heavy  industry- 
related  business  enterprises.  Since  the  original  promulgation  of  SBA's 
size  standards,  American  commerce  (small  businesses  especially)  has 
undergone  dramatic  changes.  Most  small  business  endeavors  now 
originate  in  service  industries,  not  in  manufacturing. 

Business  data  available  for  analyzing  the  structure  of  service  industries  is 
less  complete  than  that  available  on  manufacturing  industries.  This 
dearth  of  statistical  databases  has  created  a  skewed  dependence  on 
quaWaf/ve  information  regarding  a  business  when  determining  whether  it 
qualifies  under  the  SBA  guidelines  as  a  "small"  business.  Limited 
quantitative  information  is  therefore  used  to  make  inferences  about  the 
size  of  a  company,  calling  into  question  the  actual  objectivity  of  decision- 
making heavily  based  on  subjective  criteria. 

The  premises  upon  which  SBA  size  standards  are  based  are  being 
examined  with  this  issuance  of  these  proposed  rules.   The  outstanding 
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issues  which  arose  from  our  examination  of  the  size  standard  establishment 
process  are: 

(1)  the  weights  assigned  to  factors  are  not  stated 

(2)  the  benchmark  standards  do  not  reflect  current  business  data 

(3)  current  baseline  or  anchor  size  standards  are  clearly  outdated  when 
inflation  is  added 

(4)  quantitative  information  on  service  and  product  industries  is  not 
comparable  to  that  for  manufacturing  companies,  where  currently  serve 
as  the  benchmark  for  size  standards 

(5)  the  methodology  for  computing  size  standards  is  obsolete  and  does 
not  recognize  markets,  but  rather  total  company  receipts 

(6)  SBA  over-reliance  on  qualitative  information 

D.  J.  Miller  &  Associates  has  researched  the  development  of  the  SBA  size 
standards  as  part  of  its  effort  to  develop  a  position  statement  on  the  propriety  of 
the  use  of  SBA  Size  Standards  in  the  regulation  of  FAA  DBE  Assistance 
Programs.  The  histories  of  market  activity  in  various  businesses  that  operate  in 
airports  --  Institutional  Food  Services,  Restaurants,  General  Merchandise 
Retailers,  and  Passenger  Car  Rental  agencies  --  are  examined.  Current  small 
businesses  and  leading  majority  firms  within  these  industries  .have  been 
studied  to  determine  their  competitive  postures  within  their  respective  industries 
by  utilizing  key  financial  ratios.  These  findings  are  then  analyzed  in  tfie  context 
of  the  SBA's  size  standards  policy  to  determine  if  it  adequately  addresses  the 
issues  faced  by  small  business  in  the  airport  environment  and  to  determine  it 
the  policy  accomplishes  its  intended  purpose,  namely  the  support  of  small 
businesses. 


Application  of  Size  Standards 

The  size  standards  were  intended  as  general  guidelines  to  be  used  as  long  as 
their  adequacy  was  demonstrated.  The  Regulatory  Flexibility  Act  recognized 
that  SBA  size  standards  may  be  inappropriate  for  particular  regulations  or  for 
activities  of  particular  agencies.  In  the  airport  environment,  the  SBA's  size 
standards  are  not  well-suited  to  FAA's  DBE  program  applications,  specifically  to 
concession  firms  and  car  rental  agencies  that  serve  the  aviation  market. 

In  cases  where  a  federal  agency  such  as  the  FAA  decides  that  the  SBA  size 
standard  is  inappropriate,  the  agency  may,  after  consultation  with  the  SBA 
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Office  of  Advocacy,  establish  a  definition  of  small  business  which  is  more 
appropriate  for  the  activities  of  that  agency. 

In  the  Small  Business  Act,  Congress  declared  as  policy  that  the  federal 
government  should  aid,  counsel,  assist,  and  protect,  insofar  as  is  possible,  the 
interests  of  small  business  concerns  in  order  to  preserve  free  competitive 
enterprise  and  to  maintain  and  strengthen  the  overall  economy  of  the  nation. 

Despite  this  declaration.  Congress  has  historicaHy  declined  to  provide  a  specific 
statutory  definition  of  smallness  w^hich  would  set  specific  guidelines  in 
establishing  size  standards.  In  drafting  the  Small  Business  Act,  the  definition  of 
small  business  was  left  to  the  considerable  latitude  and  discretion  of  the  SBA 
due  to  what  was  characterized  as  "the  universal  recognition  of  the  utter 
impossibility  of  defining  small  business  rigidly  in  terms  of  number  of  employees, 
amount  of  capitalization,  or  dollar  volume  of  business."  Further,  the  SBA  was 
granted  authority  to  regulate  the  size  standards  on  an  industry-by-industry 


For  more  than  30  years,  the  SBA  has  usually  relied  upon  dollar  sales  as  the 
legitimate  "criterion  for  nonmanufacturing  industries.  The  size  standards  for 
wholesaling,  retailing,  and  services  approved  on  January  19,  1954,  were  based 
primarily  on  an  analysis  of  1948  Census  of  Business  data  tabulated  by  kind  of 
business  and  by  sales  or  receipts  of  individual  establishments.  Total  company 
data  on  sales  or  receipts  was  not  available  from  Census  of  Business  data.  To 
create  this  kind  of  information  about  large  businesses,  the  SBA  used  a  firm's 
total  number  of  establishments  operating  in  a  particular  kind  of  business  and 
those  establishments'  sales  to  serve  as  proxy  information  for  multi-unit 
companies. 

Nonmanufacturers  were  considered  as  operating  in  local  markets  although 
many  manufacturers  operate  on  national  and  international  bases. 
Consequently,  the  largest  retail  trades  and  services  in  many  markets  were 
regarded  as  small  businesses. 


Establishment  of  Size  Standards 

The  current  regulations  which  set  out  the  SBA's  procedure  for  establishing  size 
standards  have  been  criticized  for  their  failure  to  provide  adequate  specificity 
and  clarity  regarding  industry  characteristics  and  other  factors  usually 
considered  by  the  Size  Policy  Board  in  the  development  of  size  standards 
regardless  of  industry.  The  failure  to  explain  the  weighting  assigned  to  those 
factors  which  determine  a  particular  size  standard  has  also  been  criticized. 
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In  determining  size  standards,  the  SBA  is  compelled  to  examine  the  same 
factors  regardless  of  the  industry  it  is  addressing.  In  1983,  the  Supreme  Court 
stated  in  Motor  Vehicle  Manufacturers.  Assn.  v.  State  Farm  Mutual  (463  US  29, 
77  L  Ed.  2d  443  (1983))  that  it  would  uphold  an  agency's  decision  as  long  as 
the  agency's  decision-making  paradigm,  or  model,  could  be  reasonably 
discerned.  Moreover,  those  factors  in  the  model  must  have  been  consistently 
examined  and  weighted  within  an  industry  under  review.  This  case  and  other 
federal  court  decisions  identify  the  following  four  principles  that  must  be 
addressed  to  avoid  a  judicial  finding  that  an  agency's  decision  had  been  set 
arbitrarily  or  capriciously: 

1.  Relevant  factual  or  objective  evidence  must  be  identified  and 
discussed. 

2.  Other  relevant  factors  bearing  on  the  decision,  such  as  agency 
policies,  presumptions  and  assumptions,  should  be  identified  and 
discussed. 

3.  The  logic  applied  to  the  factual  evidence  and  leading  to  the  agency's 
decision  should  be  explained. 

4.  Significant  contrary  evidence  and  argument  which  the  agency  does 
not  adopt  or  follow  should  be  identified  and  its  rejection  explained. 

Current  Definition 

The  current  SBA  anchor  or  benchmark  standards  that  form  the  basis  of  size 
definitions  are  based  on  number  of  employees  (no  more  than  500  employees 
for  manufacturing)  or  receipts  (no  more  than  $3.5  million,  adjusted  for  inflation, 
for  nonmanufacturing).  These  standards  are  so  entrenched  that  they  have 
gained  legitimacy  through  custom  and  general  acceptance  without  having 
undergone  a  thorough  statistical  analysis  as  to  their  appropriateness.  These 
standards  continue  to  be  used  as  benchmarks  even  when  the  size  an  industry 
standard  is  being  examined. 

The  SBA  maintains  that  the  development  of  size  standards  is  not  an  exact 
quantitative  procedure.  Currently  this  is  undoubtedly  true.  Primary  and 
secondary  industry  characteristics  are  factored  in  to  adjust  anchor  size 
standards  for  each  industry  under  review.  Five  primary  factors  are  considered: 
(1)  extent  of  industry  competition,  (2)  average  firm  size,  (3)  start-up  costs  or 
barriers  to  entry,  (4)  amount  of  previous  federal  procurement  awards,  and  (5) 
distribution  of  firms,  by  size,  within  an  industry.  The  influence  of  four  secondary 
factors  is  also  considered.  These  factors  are:  the  impact  of  technology, 
competing  products  from  other  industries,  industry  growth  trends,  and  other 
activity  in  an  industry. 
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Primary  and  secondary  factors  have  no  specific  weights  and  the 
importance  of  each  factor  varies  depending  on  the  Industry 
characteristics.  This  methodology  provides  the  SBA  extensive  latitude  within 
its  current  decision-making  framework.  Not  all  factors  are  considered  in  every 
case,  but  each  is  examined  to  the  extent  that  it  is  deemed  relevant  by  the  Size 
Policy  Board  of  the  SBA. 

This  failure  to  weight  factors  is  a  fundamental  flaw  in  the  SBA's  process  and 
provides  excessive  flexibility,  obscuring  any  rational  methodology. 

Prior  to  March,  1984,  size  standards  were  defined  for  major  industry  divisions 
by  both  Standard  Industrial  Classification  (SIC)  codes  and  product  and  service 
code  (PSC)  activities.  This  led  to  confusion  in  deciding  whether  a  major 
division  based  upon  a  size  standard  associated  with  an  SIC  code,  or  a  size 
standard  for  an  activity  or  product  line  (utilizing  product  and  service  codes) 
should  be  used  when  determining  size  standards.  These  two  methodologies 
approach  businesses  from  fundamentally  different  perspectives.  SIC  codes 
classify  businesses  based  on  their  production  processes  while  PSC  codes 
classify  businesses  according  to  the  actual  products  produced  or  services 
rendered.  ^ 

The  SBA  incorporated  a  structural  approach  to  solve  this  problem  by  explicitly 
stating  a  size  standard  for  every  4-digit  SIC  code.  Although  administratively 
manageable,  the  reliance  on  SIC  codes  fails  to  capture  the  nature  of 
competition  between  comparable  products  and  services  which  is  a  better 
indication  of  market  characteristics.  SIC  code  delineations  overemphasizes 
manufacturing  processes  rather  than  end  products  and  services.  However, 
while  there  are  millions  of  unique  products  and  services,  there  are  only  several 
hundred  SIC  codes  that  encompass  the  multitude  of  products.  The  limited 
number  of  SIC  codes  resulted  in  fewer  size  standards. 

The  basic  sources  of  data  that  are  used  in  establishing  size  standards  are: 

•  The  Standard  Industrial  Classification  Manual,  which  is  used  as  a 
guide  In  defining  industries 

•  Economic  censuses  of  the  U.S.  Bureau  of  the  Census  including 
Concentration  Ratios  in  Manufacturing.  Enterprise  Statistics,  special 
tabulations  prepared  by  the  Bureau  of  the  Census  of  the  Enterprise 
Statistics,  and  Annual  Survev  of  Manufacturers 

•  U,S,  Industrial  QutlQOK.  Survey  of  Current  Business,  and  Countv 
Business  Patterns.  U.S.  Dept.  of  Commerce 

•  Statistics  of  Income.  Internal  Revenue  Service 
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•  DMI  Markfit  PrnfiiP  Dun  and  Bradstreet 

•  Special  USEEM  tabulations 

•  Marketing  Information.  Economic  Information  Service 

•  Procurement  Data  SvstPm  gtatkiirc 

•  SBA  files 

•  Information  provided  by  trade  associations 

Primary  Factors 

■••  Extent  of  Industry  compPtiti?n,  An  industry  is  characterized  as 
concentrated,  competitive,  or  mixed.  A  concentrated  industry  is  one  in 
which  the  four  largest  producers  account  for  50  percent  or  more  of 
industry  sales.  The  existence  of  concentration  would  move  a  size 
standard  upward. 

If  an  industry  is  competitive,  i.e.,  the  leading  four  producers  control  at 
most  20  percent  of  industry  sales,  it  would  have  a  downward  impact  on  a 
size  standard. 

A  mixed  industry  is  one  in  which  the  top  four  companies  control  21-49 
percent  of  sales.  Mixed  industries  have  minimal  impact  on  a  size 
standard  and  alone  would  not  cause  standards  to  shift  up  or  down. 

Source  data  used  to  determine  an  industry's  competitiveness,  or  lack  thereof 
include  technical  indicators  such  as  the  Herfindahl  index,  concentration  ratios 
and  import  penetration  ratios. 

To  address  this  issue  of  competitiveness,  the  Federal  Renister  of  May  1,  1959, 
included  a  discussion  on  non-dominance  as  it  pertains  to  small  businesses: 

"A  concern  is  'not  dominant  in  its  field  of  operation'  when  it  does 
not  exercise  a  controlling  or  major  influence  in  a  kind  of  business 
activity  in  which  a  number  of  business  concerns  are  primarily 
engaged.  In  determining  whether  dominance  exists, 
consideration  shall  be  given  to  all  appropriate  factors  including 
volumes  of  business,  number  of  employees,  financial  resources, 
competitive  status  or  position,  ownership  or  control  of  materials! 
processes,  patents  and  license  agreements,  facilities,  sales 
territory  and  nature  of  business  activity." 
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2.  Average  firm  size.  The  average  firm  size  within  an  industry  is 
compared  with  size  of  firms  in  all  industries.  This  fact  affects  the  size 
standard  upward  or  downward  depending  upon  the  comparison.  The 
rationale  behind  this  comparison  is  that  firms  in  different  industries  is  that 
firms  compete  across  industry  lines. 

The  issue  of  SIC  versus  PSC  codes  is  most  pertinent  when  considering  this 
factor. 

3.  Start-up  costs  or  barriers  to  entry.  Relatively  high  entry  costs 
within  an  industry  suggest  the  need  for  higher  size  standards,  while 
lower  startup  costs  suggest  that  the  dollar  size  standards  should  be 
decreased.  Those  costs  beyond  what  is  required  to  buy  production 
equipment  and  possibly  marketing,  research,  distribution,  follow-up 
services,  etc.  are  considered  excessive. 

4.  Amount  of  past  federal  procurements  received  bv  small 
business.  While  federal  regulations  indicate  that  no  limits  should  be  set 
as  to  a  maximum  small  business  share  for  a  particular  industry,  product 
or  service,  the  amount  of  past  procurements  received  by  an  industry 
being  reviewed  is  one  factor  that  is  considered  when  a  size  standard  is 
being  established. 

The  Federal  Procurement  Data  Center,  which  reports  data  on  federal 
purchases,  is  based  upon  unique  products  and  services  codes  (PSC).  It  is  still 
used  for  size  standards  analysis  to  determine  the  amount  of  past  procurements 
received  by  small  businesses.  This  poses  a  methodological  problem  when 
PSC  data  is  used  because  size  standards  are  based  on  SIC  data  which 
categorizes  industries  based  on  similar  production  processes.  SIC  codes  do 
not  recognize  similar  products  or  services  resulting  in  comparisons  of  dissimilar 
data,  or  incorrect  comparisons. 

The  SBA  states  that  il  the  two  sets  of  data  -  SIC  and  PSC  --  can  be  made 
comparable,  that  is,  if  unique  products  and  services  can  be  matched  with 
industries,  this  factor  can  indicate  the  share  of  federal  procurement  for  the 
industry  in  question  and  increase  a  size  standard  in  the  case  of  low 
procurement  share,  or  decrease  a  size  standard  in  the  case  of  an  extremely 
high  share.  Unfortunately,  the  SBA  offers  no  explanation  or  path  of  reason  as  to 
how  SIC  and  PSC  products  and  services  might  be  matched,  and  in  fact,  they 
cannot  be. 

5.  Distribution  of  firms  by  size.  This  factor  indicates  the  number  of 
firms  which  fall  into  various  size  levels  and  the  amount  of  industry  sales. 
It  is  used  in  the  final  selection  of  a  size  standard  in  cases  where  multiple 
standards  are  under  consideration. 


109 
AMAC  Response  to  Size  Standards  Page  8 


Source  data  for  this  factor  come  from  the  General  Raport  on  Industrial 
Organization.  Enterprise  Statistics.  U.S.  Dept.  of  Commerce,  Bureau  of  the 
Census.  (Please  see  Appendix.) 

Secondary  Factors 

The  following  secondary  factors  are  considered  to  refine  the  direction,  however 
slight,  a  size  standard  should  take. 

1.  Technology  can  fundamentally  change  an  Industry's 
operations,  revolutionize  segments  of  the  economy,  and 
reduce  the  labor  force  through  automation,  having  the  effect  of 
lowering  an  industry's  size  standard. 

2.  When  the  SBA  is  aware  that  competitive  products  from 
other  industries  impact  federal  procurements  in  an  industry 
under  examination  it  aclcnowledges  competing  markets  and 
products.  This  recognition  of  highly-competitive  markets  tends  to  move 
a  standard  slightly  upward.  Conversely,  when  there  is  no  market  impact 
from'  products  in  different  industries,  a  size  standard  may  be  slightly 
lowered.  However,  reliance  on  SIC  codes  often  means  that  the  SBA 
does  not  recognize  of  competing  products. 

Competing  products  cannot  be  discerned  when  SIC  codes  are 
used.  As  previously  discussed,  the  SIC  system  categorizes  industries 
according  to  the  similarity  of  their  production  processes,  not  on  the  .similarity  of 
their  products.  This  is  understood  in  the  business  lexicon  as  similar  markets, 
the  group  within  which  similar  products  are  sold. 

The  standard  industrial  classification  system  does  not  reflect  the  competition  of 
products  from  other  industries,  nor  does  it  operate  from  the  basis  of  "product 
markets."  SBA  adheres  to  its  limitation  on  the  number  of  size  standards  based 
on  production  processes  as  administratively  practical  since  there  exist  millions 
of  products  and  services  which  can  be  ostensibly  categorized  under  one  of  the 
hundreds  of  SIC  categories. 

3.  Overall  growth  trends  within  a  particular  industry  also  have 
a  secondary  influence  on  a  size  standard,  depending  on  other 
considerations. 

For  example,  if  a  market  expanding,  there  will  be  a  proliferation  of  small,  infant 
businesses.  Therefore,  size  standards  for  that  industry  should  be  impacted  by 
this  growth  by  moving  upward. 
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4.  In  the  course  of  establishing  a  size  standard,  an  Industry's  history 
of  activity  Is  examined  (e.g.,  prior  correspondence  or  public 
comment,  changes  in  federal  procurement  practices,  financial  indicators, 
or  other  factors  considered  relevant). 

The  scope  of  an  industry's  "history  of  activity"  is  broad  indeed,  and  is  often  used 
as  the  reason  for  making  judgments  regarding  size  standards.  Due  to  the 
importance  of  this  factor,  were  herein  review  the  history  of  activity  surrounding 
the  creation  of  size  standards  within  those  industries  and  markets  that  are  active 
in  airport  environments. 


History  of  Activity  for  SIC  Code  5812 
Institutional  Food  Services 

In  early  1954,  shortly  after  the  inception  of  the  SBA,  Food  Service  Industry  size 
standards  were  established  ranging  from  $300,000  to  $1  million  in  average 
annual  receipts  for  all  nonmanufacturing  industries.  By  1963,  $1  million 
became  the  uniform  size  standard  for  all  nonmanufacturing  concerns. 

The  size  standard  for  government  procurements  for  food  services  was 
increased  from  average  annual  sales  and  receipts  not  exceeding  $1  million  for 
the  preceding  three  fiscal  years,  to  average  annual  sales  and  receipts  of  $3 
million  on  October  28, 1968. 

On  May  15,  1969,  the  Government  Service  Contractors  Association  petitioned 
the  SBA  Administrator  to  increase  the  size  standard  to  average  annual  sales 
and  receipts  not  exceeding  $5  million.  The  Association  argued  that:  1)  the  food 
services  field  was  labor  intensive,  2)  wage  scales  had  increased  tremendously 
with  the  result  that  contract  prices  had  to  be  revised  upward,  and  3)  the  size  of 
government  contracts  in  this  field  often  exceeded  $1  million  so  that  business 
concerns  receiving  a  single  award  were  precluded  from  bidding  even  on  the 
renewal  of  the  contracts  awarded  to  them. 

While  there  are  scattered  data  in  the  files  regarding  this  size  standard,  it  is  not 
clear  which  items  were  actually  relied  upon  in  decision-making.  Government 
data  on  the  subject  of  the  size  and  nature  of  concerns  that  compete  for  or  which 
are  potential  competitors  for  government  contracts  for  food  service  were  scarce. 

The  information  available  for  analyzing  the  structure  of  the  industry  with  respect 
to  those  companies  which  compete  for  contracts  to  perform  services  were 
inadequate  in  comparison  to  data  regarding  manufactured  products.  Under 
these  circumstances,  qualitative  information  is  said  to  be  considered  to  a 
greater  extent  and  the  size  structure  of  the  companies  competing  to  supply 
services  is  inferred.  The  degree  of  concentration  of  competing  companies,  their 
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number,  and  their  contribution  to  total  receipts  of  the  industry  by  annual  sales  or 
receipts  size  are  observed. 

On  August  5,  1969,  a  hearing  was  held  during  which  participants  presented 
various  points  of  view  on  this  issue.  Attendees  offered  statistics  and  other 
pertinent  market  information  from  sources  such  as  Department  of  Defense 
Annual  Reports,  the  Commerce  Business  Daily.  1968-69,  Abstracts  of  Bids  from 
various  Government  Procurement  Centers,  1968  and  1969,  the  1963  Census  of 
Business,  1966  Business  Income  Tax  Returns,  and  the  publication,  "Department 
of  Defense  Military  Prime  Contract  Awards  by  Service  Category  and  Federal 
Supply  Classification." 

After  considering  the  information  presented  at  the  hearing,  the  SBA  increased 
the  size  standard  to  $4  million  for  average  sales  and  receipts  for  food  service 
firms. 

The  SBA  Report  "Analysis  of  the  Stmcture  of  Business  Concerns  Competing  to 
Supply  Food  Services  to  the  Federal  Government,"  (November  17,  1969)  states 
that  in  many  industries,  businesses  and  other  interests  that  seek  an  increase  in 
the  standard  believe  that  industry  giants  are  the  real  competition  that  small 
businesses  must  confront.  Moreover,  arguing  in  favor  of  size  increases,  these 
businesses  emphasized  that  an  increase  in  size  standards  would  not  harm  very 
small  businesses,  pointing  out  that  investigations  usually  discover  that  very 
small  firms  consider  the  mid-sized  companies  to  be  their  real  competition. 

In  July,  1971,  the  SBA  proposed  decreasing  this  industry  size  standard  back  to 
$3  million  for  average  sales  and  receipts  because  the  increase  was  not 
considered  justified  by  inadequate  small  business  participation  in  food  service 
procurements.  The  size  standard  was  held  at  $4  million  until  August,  1975.  At 
that  time,  all  dollar-based  size  standards  were  adjusted  for  inflation  of  95 
percent.  Food  service,  however,  only  received  a  partial  adjustment  of  37.5%, 
increasing  the  standard  to  $  5.5  million  because  it  had  only  been  in  effect  for  5 
inflationary  years.  In  March,  1984,  an  83%  inflationary  adjustment  (accounting 
for  inflation  from  1975-83)  increased  the  size  standard  to  $10  million,  where  it 
presently  remains. 

To  summarize,  the  following  factors  have  been  considered  during  the  course  of 
the  history  of  changes  made  to  the  Institutional  Food  Services  industry  size 
standard:  1)  annual  reports  of  the  Dept.  of  Defense  were  referenced  to  ascertain 
the  amount  of  past  procurements  available  and  how  many  were  received  by 
small  businesses;  2)  the  distribution  of  firms  by  size;  3)  the  extent  of  industry 
competition;  4)  wage  rates  studied  through  utilization  on  information  from  the 
Department  of  Labor  and  samplings  of  wage  determinations  under  the 
McNamara-O'Hara  Service  Contracts  Act;  and  5)  SBA  policy  governing  size 
standards. 
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History  of  Activity  for  SIC  Code  7512 
Passenger  Car  Rental  Agencies 

Prior  to  1967.  this  industry  was  regulated  by  the  $1  million  size  standard.  In 
June  of  that  year,  the  Size  Standard  staff  surveyed  SBA's  eight  procurement 
and  management  assistance  coordinators  to  find  out  what  service  industries 
with  the  $1  million  size  standard  should  have  a  special  size  standard,  and  why. 
The  City  of  Atlanta's  coordinator  replied  that  SIC  code  7512  should  have  a  $5 
million  size  standard  because  "Many  primes  --  NASA.  GSA  --  have  rental  cars. 
They  contract  for  as  many  as  500  cars.  "Bigs"  --  Avis,  Hertz  --  are  get«ng 
contracts.  Smalls  can't  finance  500  cars,  so  those  who  can  [finance  that  many 
cars]  are  over  $1  million." 

A  San  Francisco  coordinator  also  endorsed  an  increase  in  the  standard,  but  did 
not  specify  an  amount.  In  1968,  the  standard  increased  to  $5  million  and 
remained  at  that  level  through  the  1972  general  revision.  Accounting  for  the 
inflation  between  this  increase  and  1972,  the  standard  was  increased  by  40 
percent,  to  $7  million.  The  general  inflationary  adjustment  of  1984  raised  the 
standard  to  $12.81  million.  The  SBA  Size  Standard  staff  made  a  judgment  call 
to  minimize  very  high  standards  which  were  subsequently  rounded  down  to 
$12.5  million. 

The  following  factors  have  been  considered  during  the  history  of  changes  made 
to  the  Passenger  Car  Rental  industry  size  standard:  1)  the  extent  of  industry 
competition;  2)  barriers  to  entry;  3)  the  amount  of  past  federal  procurement;  and 
4)  inflation. 

History  of  Activity  for  SIC  Codes  5399,  5813,  and  5812 
General  Merchandising,  Drinking  and  Eating  Places 

The  size  standards  for  businesses  operating  as  General  Merchandising, 
Drinking  Establishments,  and  the  Restaurant  component  of  Food  Service  are  at 
$3.5  million  average  annual  receipts.  This  standard  originated  shortly  after  the 
inception  of  the  SBA  and  has  been  adjusted  twice  for  inflation. 

In  1963,  a  uniform  size  standard  of  $1  million  was  established  for  all  retail  and 
service  industries.  There  is  little  or  no  quantitative  evidence  supporting  the 
initial  establishment  of  the  standard.  In  1975.  all  dollar-based  standards  were 
adjusted  for  inflation  by  95  percent  to  account  for  inflation  between  1954  and 
1974.  raising  the  standard  to  $2  million.  In  1984.  the  standard  was  increased 
by  83  percent  to  allow  for  inflation  between  1975  and  1983.  increasing  the 
standard  to  $3.5  million,  where  it  remains  today. 

Inflationary  impact  appears  to  be  the  only  factor  considered  in  the  adjustment  of 
the  size  standards  for  General  Merchandising,  Drinking  and  Eating  Places. 
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Propriety  of  Size  Standards 

The  Regulatory  Flexibility  Act  (Pub.  L  96-354)  recognized  that  SBA  size 
standards  may  be  inappropriate  for  a  particular  regulation  of  or  for  the  activities 
of  the  agency  involved.  These  size  standards  were  intended  to  be  used  only  as 
general  guidelines  as  long  as  they  demonstrated  adequacy.  The  following 
analysis  of  data  on  firms  in  industries  commonly  represented  by  DBE's  at  the 
nation's  largest  airports  documents  the  inappropriateness  of  the  current  SBA 
size  standards  to  the  regulation  of  DBE  Assistance  Programs  by  the  FAA. 

Inflation 

As  a  preamble  to  a  specific  discussion  about  markets  and  size  standards  within 
markets  and  industries,  a  general  word  about  the  impact  of  inflation  on  size 
standards  is  in  order.  The  SBA  periodically  considers  the  effects  of  inflation 
upon  companies'  sales  dollars.  Two  general  increases  in  size  standards 
occurred  in  1975  and  in  1984  as  inflationary  adjustments.  Obviously,  a  firm  with 
$3.5  million  in  sales  in  1990  would  have  lower  sales  in  1985  dollars  on  a 
constant  dollar  basis  due  to  the  time-value  of  money. 

Recognizing  inflation  during  the  time  period  1985-1989.  the  $3.5  million 
standard  for  General  Merchandise,  Drinking  Establishments,  and  Restaurants 
should  be  increased  by  24  percent  to  $4.5  million  (1.24  x  $3.5  million,  rounded 
to  the  nearest  $.5  million).  The  $10  million  standard  for  Institutional  Food 
Services  should  be  increased  to  $12.5  million  ($10  million  x  1.24,^  rounded  to 
the  nearest  $.5  million).  The  $12.5  million  standard  for  Passenger  Car  Rental 
should  be  raised  to  $15  million  ($12.5  million  x  1.24,  rounded  to  the  nearest  $.5 
million). 

Company  Data 

Financial  data  for  the  years  1986-1988  was  requested  from  Disadvantaged 
Business  Enterprises  operating  in  9  of  the  10  largest  national  airports.  Of  the  46 
firms  contacted,  5  had  subsequently  gone  out  of  business  since  the  publication 
of  the  directories.  Of  the  41  remaining,  41  percent  (or  17)  of  the  DBE's 
responded  to  the  survey.  Three  of  these  firms  did  not  commence  operation  until 
1989  and  were  consequently  eliminated  from  the  sample.  The  14  remaining 
firms  were  categorized  as  follows. 

SIC  Code  Industry  ff  Resppnggg 

7512  Passenger  Car  Rentals  0 

5812  Food  Service-Institutional  3 

5399  Retail-Gen.  Merchandise  5 

5812  Eating  Places  6 
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h  should  be  emphasized  that  only  one  of  the  largest  of  the  DBE's  responded  to 
the  survey  and  that  response  was  incomplete.  Although  the  data  may  not  be 
considered  a  representative  sample,  certain  trends  can  be  gleaned  from  the 
following  analysis  and  serve  as  a  solid  foundation  for  further  study  on  a  broader 
scale. 

Line  item  information  on  annual  sales  revenues,  net  profit  after  taxes,  current 
and  total  assets,  short-  and  long-term  debt,  and  number  of  employees  was 
collected.  To  the  extent  possible,  similar  information  was  collected  on  top 
majority  firms  for  comparative  purposes.  Because  of  the  privately-held  status  of 
some  of  these  firms,  information  had  to  be  pieced  together  in  constructing  as 
complete  a  financial  picture  as  possible. 

The  data  was  analyzed  and  key  financial  ratios  (including  liquidity,  profitability, 
and  efficiency)  were  computed  to  determine  the  overall  health  of  the  firms  as 
indicative  of  their  competitive  stance  within  their  respective  industries.  These 
DBE  firm  data  were  compared  to  majority  company  data  and  to  standard 
industry  ratios  for  smaller  firms  in  the  lower  quartile  distribution  of  all  firms  within 
an  industry. 

The  SBA  noted  in  the  1969  notice  of  the  hearing  on  the  definition  of  small 
businesses  for  bidding  on  government  procurements  for  food  services  that 
businesses  preparing  testimony  for  submission  should  compute  their  average 
annual  sales  or  receipts  by  including  total  sales  and  receipts  of  the  business 
and  its  affiliates,  regardless  of  whether  revenues  occur  in  payment  for  food 
services.  One  can  infer  that  this  notice  by  the  SBA  was  an  effort  to  identify 
conglomerates  operating  in  multiple  industries,  since  total  sales  are  considered 
in  the  examination  of  each  respective  industry.  In  this  study,  total  receipts  for 
majority  firms  in  each  SIC  code  under  consideration  were  analyzed. 

When  conglomerates  which  operate  across  industries  were  analyzed  under 
these  assumptions  --  comparing  total  company  data  --  acute  distortions  in 
financial  ratios  arose.  The  industrial  classifications  analyzed  were  Institutional 
Food  Services,  General  f\^erchandise  Retailers,  Eating  and  Drinking  Places, 
and  Passenger  Car  Rental  Agencies.  The  narrow  focus  of  these  classifications 
upon  which  the  analysis  was  based  did  not  account  for  the  financial 
performance  of  these  companies  across  industries.  Hence,  in  the  interest  of 
administrative  practicality,  the  limitation  of  size  standards  on  the  basis  of  SIC 
codes  versus  categorizing  businesses  according  to  similar  products  or  services 
has  not  truly  reflected  the  nature  of  competition  within  the  concession  business. 

For  example.  Marriott  Corporation  derives  44  percent  of  annual  revenues  and 
32  percent  of  profits  from  the  Contract  Services  business  segment  which 
competes  directly  against  DBE's  in  the  General  Merchandising,  Restaurant  and 
Institutional  Food  Services  industries.   In  contrast.  42  percent  of  total  company 
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revenues  and  52  percent  of  net  income  were  derived  from  lodging/hotel 
operations.  An  analytical  rule  of  thumb  stipulates  that  a  conglomerate  earning 
50-60  percent  of  revenues  and/or  profits  in  a  particular  industry  should  be 
analyzed  with  respect  to  that  primary  industry.  Therefore,  a  more  realistic  total 
company  examination  would  compare  Marriott  to  peer  or  comparable 
companies  in  the  same  market  that  also  derive  a  majority  of  their  revenues  from 
the  lodging/hotel  industry.  Value  Line,  a  well-respected  financial  publication, 
categorizes  companies  in  this  manner. 

If  company  financial  data,  whether  public  or  private,  could  have  been  obtained 
at  the  level  of  business  segments,  a  stronger  quantitative  case  could  have  been 
made  regarding  the  competitive  strengths  and  weaknesses  of  minority  and 
majority  owned  and  operated  firms. 

Liquidity  or  working  capital  ratios  were  calculated  to  determine  the  degree  to 
which  a  firm  can  retire  short  term  debt  with  current  assets.  Profitability  ratios 
were  computed  to  indicate  profits  earned  per  sales  dollar,  an  indication  of  a 
company's  ability  to  withstand  such  adverse  conditions  as  declining  prices, 
increasing  costs,  or  decreased  sales  volumes.  Finally,  efficiency  ratios  were 
used  to  examine  how  effectively  these  firms  were  managing  their  assets  to 
generate  sales. 


Retail 

The  retailers  of  general  merchandise  in  the  sample  earned  an  .average  of 
$787,000  in  annual  sales  for  this  three-year  period.  The  composite  working 
capital  ratio  was  1.38.  which  is  below  the  industry  average  of  2.2  for  small  firms. 
Further,  according  to  a  accountant's  analytical  rule  of  thumb,  if  a  firm's  current 
ratio  is  not  at  least  2.0.  its  ability  to  meet  current  obligations  without  loss  is 
questionable.  This  analysis  highlights  the  issue  of  company  liquidity.  If  a  large 
proportion  of  current  assets  is  attributable  to  inventory,  then  a  company  might 
not  be  able  to  liquidate  these  assets  to  pay  short-term  debt  obligations. 

Looking  at  net  sales  in  relation  to  total  assets.  DBE  companies  had  a 
profitability  ratio  of  0.29.  almost  one-third  the  industry  standard  of  1.38  for  small 
companies.  This  means  that  these  DBE  companies  earned  only  a  0.29  percent 
return  on  their  assets  while  the  smallest  firms  in  the  retail  industry  averaged  a 
1 .3  percent  return  on  their  assets. 

Profitability  ratios  are  a  function  of  the  balance  between  the  profitability  of  sales 
and  the  effective  employment  of  assets.  It  is  important  to  control  assets  to 
improve  profit  margins,  and  it  is  necessary  to  control  a  firm's  asset  base  so  that 
it  does  not  grow  beyond  what  is  actually  needed  to  generate  sales.  The 
relationship  of  net  sales  to  total  assets  declines  even  if  profitability  has 
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improved  because  assets  needed  to  produce  sales  must  be  acquired  bfilQIfi 
sales  can  be  generated. 

The  wide  disparity  between  the  composite  profitability  ratio  and  the  industry 
average  can  partially  be  explained  by  the  rapid  growth  of  two  companies  during 
1987  and  1988.  However,  this  low  ratio  signals  the  possibility  of  lower 
efficiencies  in  asset  utilization  and  lower  than  average  profits  for  the  owners  as 
well  as  a  questionable  ability  to  withstand  adverse  economic  influences  such  as 
rising  costs  or  declining  prices  and/or  sales. 

The  composite  asset  turnover  ratio  was  2.80,  compared  with  the  Industry 
average  of  1.33  which  indicates  that  one  dollar  of  these  firms'  assets  generated 
$2.80  in  sales  while  on  average  small  companies  within  the  general 
merchandising  industry  only  generated  $1.33  of  sales  for  each  dollar's  worth  of 
assets.  Obviously,  minority  firms  are  handling  twice  as  much  sales  volume 
relative  to  assets  employed  as  are  average  small  firms  within  the  industry. 

These  findings  are  not  surprising.  Other  factors  which  contribute  to  the 
apparent  inefficiencies  and  lower  profit  margins  include  an  inability  to  maximize 
economies  of  scale  through  volume  purchasing  (these  companies  in  the 
sample  only  have  an  average  of  1.8  locations)  substantially  high  rents  at  airport 
locations,  and  pricing  constraints  which  were  prevalent  in  1988. 

Without  the  sizable  asset  bases  that  joint  ventures  and  conglomerates  rely 
upon,  it  is  virtually  impossible  to  realize  operational  effectiveness  or  competitive 
advantage.  On  an  industry-wide  basis,  while  firms  in  the  lower  25th  percentile 
of  all  general  merchandise  retailers  average  1.3  percent  return  on  assets,  the 
upper  quartile  of  these  companies  averages  a  3.33  percent  return  on  assets 
employed.  Similarly,  the  largest  companies  are  the  most  solvent.  Their  current 
assets  are  9  times  greater  than  their  current  debt  obligations  (current  ratio  =  9.4) 
while  the  smallest  firms'  current  assets  are  approximately  double  their  current 
debts  (current  ratio  =  2.2). 

Eating  and  Drinking  Establishments 

From  1986  through  1988.  the  six  eating  and  drinking  establishments  in  the 
sample  earned  average  annual  sales  revenues  of  $1.4  million.  Of  these  six 
DBE  firms,  one  joint  venture  declined  to  provide  information  beyond  gross 
receipts  for  each  of  the  three  years  under  study. 

The  composite  working  capital  ratio  of  these  firms  was  1.16.  which  is  greater 
than  the  industry  average  of  0.7  for  small  firms  (in  the  lower  quartile  distribution 
of  all  firms  within  this  industry).  This  deviation  could  partially  be  explained  by 
the  nature  of  business  in  the  markets  in  which  these  DBE  firms  operate.  That  is. 
these  companies'  current  assets  are  likely  to  include  slow-moving  inventory 
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items  (e.g.,  nonperishable  staples  and  condiments)  and  other  components 
(usually  listed  as  other  noncurrent  assets  on  the  balance  sheet)  which  are  not 
very  solvent.  On  the  other  hand,  these  DBE  firms  might  be  in  a  better  than 
average  cash  position,  allowing  them  more  solvency  than  the  industry  average 
for  smaller  firms.  Without  conducting  an  "acid  test"  which  looks  at  only  the  cash 
and  marketable  securities  components  of  current  assets,  this  consideration 
cannot  be  pursued. 

These  DBE  establishments  had  a  profitability  ratio  of  0.29,  which  is  well  below 
the  industry  average  of  1 .4.  Relative  to  total  invested  assets,  the  surveyed 
companies  earned  a  .29  percent  return  while  the  smallest  firms  in  the  food  and 
beverage  industry  averaged  a  1.4  percent  return  on  their  assets. 

In  such  a  small  sampling  of  companies,  the  activities  of  one  or  two  firms  can 
significantly  impact  the  composite  average  of  a  given  ratio.  Again,  the  disparity 
between  the  DBE  firms'  composite  profitability  ratio  and  the  industry  average  is 
partially  attributable  to  the  sizable  expansions  of  two  companies  which  were 
both  involved  in  joint  ventures.  Within  one  year,  one  company's  asset  base 
grew  by  1200  percent,  while  another  company  began  operations  in  two 
additionariocations  with  65  percent  and  49  percent  partnership  interests, 
respectively. 

The  composite  asset  turnover  ratio  for  these  DBE  food  and  beverage  firms  was 
5.3,  compared  with  the  industry  average  of  1.7.  This  suggests  that  the  DBE 
firms  generated  three  times  the  sales  volume  of  average  small  firms  in  the 
industry,  which  could  infer  significant  overtrading  relative  to  their  employed 
assets.  However,  two  companies'  data  skewed  the  composite  average  of  this 
ratio.  Their  asset  turnover  ratios  were  13.8  and  9.3.  The  credibility  of  former 
ratio  is  questionable.  Since  raw  line  item  data  was  not  provided,  its  merit 
cannot  be  determined.  When  the  data  of  these  two  companies  are  omitted,  the 
composite  declines  to  2.8.  Although  this  turnover  ratio  still  exceeds  the  industry 
average,  it  does  not  imply  gross  mishandling  of  assets. 

As  previously  stated  in  the  discussion  of  retailers,  other  factors  that  contribute  to 
inefficiencies  and  lower  profit  margins  include  the  inability  to  maximize 
economies  of  scale  through  volume  purchasing  discounts,  high  rental  fees  and 
other  operating  expenses  associated  with  airport-based  operations,  and 
pricing  constraints  that  were  prevalent  in  1988. 

Without  the  broad  asset  bases  and  financial  leverage  that  are  major  competitive 
strengths  of  joint  ventures  and  conglomerates,  it  is  virtually  impossible  to 
maximize  operational  effectiveness  and  competitive  advantage.  Across  the 
food  and  beverage  industry,  while  firms  in  the  lower  quartile  of  the  industry 
averaged  a  1.4  percent  return  on  assets,  the  upper  25th  percentile  of  these 
companies  realizes  an  average  17.5  percent  return  on  their  employed  assets. 
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Similarly,  the  largest  companies  in  this  industry  are  also  the  most  solvent.  Their 
current  assets  are  three  times  greater  than  their  current  debt  obligations  (current 
ratio  =  3.0)  while  the  smallest  firms'  assets  are  only  70  percent  of  their  current 
liabilities  (current  ratio  =0.7).  This  suggests,  although  it  does  not  confirm  that 
smaller  companies  are  unable  to  weather  economic  downturns  without 
experiencing  sizable  loss. 


Institutional  Food  Services 

While  three  DBE  firms  responded  to  this  survey,  only  one  company  supplied  all 
the  information  requested.  The  other  two  firms  provided  only  annual  sales 
revenue  figures.  Therefore,  the  only  composite  average  that  was  derived  was 
average  annual  sales  revenues,  $3.8  million  over  the  three-year  period, 
1986-1988. 


Passenger  Car  Rental  Agencies 

No  DBE  firms  within  this  industry  responded  to  the  survey. 

Conclusions 

This  research  has  surfaced  a  number  of  issues  that  challenge  the  premises 
upon  which  SBA  size  standards  were  based  and  consequently,  the  propriety 
and  applicability  of  utilizing  the  current  size  standards  in  the  regulation  of 
FAA-assisted  DBE  programs.  These  issues  are: 

(1 )  the  weights  assigned  to  factors  are  not  stated 

(2  the  benchmark  standards  do  not  reflect  current  business  data 

(3)  current  baseline  or  anchor  size  standards  are  clearly  outdated  when 
inflation  is  added 

(4)  quantitative  information  on  service  and  product  industries  is  not 
comparable  to  that  for  manufacturing  companies,  where  currently  serve 
as  the  benchmark  for  size  standards 

(5)  the  methodology  for  computing  size  standards  is  obsolete  and  does 
not  recognize  markets,  but  rather  total  company  receipts 


(6)  SBA  over-reliance  on  qualitative  information 
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1)  While  the  SBA  maintains  the  view  that  size  standards  development  is  not  an 
exact  quantitative  procedure,  the  agency  fails  to  adequately  and  clearly  explain 
specific  weights  assigned  to  primary  and  secondary  factors,  along  with  the 
industry  characteristics  universally  considered  in  size  standard  determination. 

2)  At  one  time,  the  establishment  of  anchor  size  standards  might  have  been 
based  upon  quantitative  analyses  of  Census  of  Business  (1948)  data.  It  is  not 
apparent  that  the  SBA's  decision-making  model  of  primary  and  secondary 
factors  was  utilized  in  the  determination  of  the  original  anchor  size  standards,  or 
in  changes  made  thereafter.  Changes  made  to  the  dollar  denominations  of 
these  anchor  standards  have  basically  resulted  from  inflationary  adjustments. 
While  they  have  gained  general  acceptance  through  entrenchment  in  custom, 
this  does  not  infer  that  the  standards  remain  legitimate  on  the  basis  of  fact. 

3)  Excluding  those  industry  characteristics  which  serve  as  the  basis  for  the 
primary  and  secondary  factors  of  size  standard  determinations,  one  crucial 
consideration  is  the  impact  of  inflation  on  existing  dollar-denominated  size 
standards.  Since  their  last  general  revision,  on  a  constant  dollar  basis,  the 
value  of  the  size  standards  are  presently  24  percent  less  than  those  standards 
adjusted  in  1984.  Barring  all  other  relevant  factors,  today's  size  standards  fail  to 
address  today's  prices,  and  hence  are  inadequate  for  the  purpose  for  which 
they  were  established. 

4)  Quantitative  information  on  service  and  nonmanufacturing  industries 
comparable  to  that  available  on  manufacturers  is  inadequate.  This  is  in  part 
due  to  the  SBA's  decision,  in  the  interest  of  administrative  practicality,  to 
categorize  firms  by  SIC  codes  (which  are  based  on  manufacturing  processes) 
rather  than  PSC  codes  (which  are  based  on  products  and  services).  In  the 
absence  of  comparable  data,  the  SBA  infers  the  size  structure  of  companies  by 
observing  the  degree  of  concentration  of  competing  companies,  their  number, 
and  their  contribution  to  total  receipts  of  the  industry  in  question  by  annual  sales 
or  receipts  size. 

Most  DBE  firms  operating  in  aviation  markets  provide  services.  Categorizing 
these  firms  by  SIC  code  fails  to  reflect  the  competition  between  substitutable 
products  and  services  in  these  markets.  While  it  is  understandable  that  the  SBA 
would  seek  to  maximize  administrative  practicality  in  the  determination  and 
maintenance  of  size  standards,  the  categorization  of  service  industries  by 
production  processes  is  inappropriate  for  particular  markets  and  it  could  be 
outdated  in  an  increasingly  service-driven  economy. 

5)  The  SBA's  computation  of  company  receipts  is  methodologically  flawed. 
The  agency  considers  total  company  receipts,  regardless  of  the  industry  source 
from  which  they  were  derived.  This  methodology  conflicts  with  modern 
analytical  rules  of  thumb,  one  of  which  stipulates  that  a  conglomerate  should  be 
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analyzed  with  respect  to  the  industry  in  which  it  primarily  generates  revenues. 
Perhaps  the  nature  of  conglomerates  tias  changed  over  the  years  whereby 
mergers  and  consolidations  do  not  always  involve  the  integration  of  similar 
products  and  or  services.  For  this  type  of  analysis,  where  the  competitive  nature 
of  markets  should  be  the  focus,  a  more  realistic  examination  would  be  an 
analysis  of  companies  at  the  level  of  divisions  or  business  segments,  where 
similar  products  and/or  services  are  more  likely  to  be  grouped. 

Quite  expectedly,  the  majority  firms  under  study  were  large  diversified 
conglomerates.  Given  the  private  status  of  some  of  these  companies  and  the 
consolidated  basis  of  the  information  provided  in  the  annual  reports  of  the 
public  firms,  this  divisional  level  of  detail  could  not  be  achieved.  Hence,  a 
quantitative  analysis  that  could  best  indicate  the  true  nature  of  competition 
between  majority  companies  and  DBE  firms  operating  in  the  aviation  markets 
could  not  be  developed. 

6)  The  SBA  relies  upon  qualitative  information  in  the  absence  of  quantitative 
data.  This  overemphasizes  the  importance  of  SBA  discretion  in  its  decision- 
making model.  Although  the  following  points  have  not  been  quantified,  they 
strongly  suggest  the  nature  of  competition  in  these  markets: 

a.  Proponents  of  the  current  size  standards  assume  that  if  gross  sales  have 
reached  a  prescribed  cap,  DBE's  hold  a  competitive  posture  in  the  economic 
mainstream.  As  a  point  of  fact,  those  passenger  car  rental  firms  who  could 
finance  fleets  large  enough  to  accommodate  contracts  got  them.  This  could  be 
the  case  for  other  capital  intensive  businesses  such  as  institutional  food  service 
firms  as  well  as  car  rental  concerns. 

b.  When  the  size  of  government  contracts  exceeds  a  size  standard  for  the 
industry  in  which  a  firm  is  operating,  those  companies  receiving  such  a  large 
single  award  are  precluded  from  even  bidding  on  the  renewal  of  the  contracts 
awarded  to  them,  in  the  case  of  DBE  firms  in  aviation  markets,  the  financial 
analysis  suggested  that  economies  of  scale  are  achieved  when  volumes 
increase.  Similariy,  these  companies  are  precluded  from  expansion  even 
though  improved  sales  volumes,  while  enhancing  their  effectiveness,  probably 
would  not  render  them  competitive  in  the  mainstream  if  doing  so  would  cause 
them  to  forfeit  whatever  assistance  they  are  presently  receiving. 

c.  Without  the  significant  asset  bases  and  financial  leverage  that  are  available 
to  joint  ventures  and  majority  conglomerates,  small  firms  find  it  virtually 
impossible  to  achieve  competitive  advantage.  Profitability  alone  is  difficult  to 
realize  when  controllable  operating  expenses  cannot  be  contained.  The 
Marriott  Corporation  has  an  entire  council  whose  sole  purpose  is  to  maximize 
economies  of  scale  through  its  procurement  program  on  a  national  basis. 
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It  is  important  to  emphasize  that  operating  costs  at  airports  are  significantly 
higher  than  those  at  similar  businesses  outside  an  airport.  In  addition  to  higher 
rents,  operating  difficulties  at  some  airports  compound  normal  operations. 
These  difficulties  include  airlines  consolidations  and  weak  traffic  at  several  key 
airports.  Our  financial  analysis  indicates  that  although  DBE  firms'  tme  liquidity 
could  not  be  determined,  these  DBE  firms'  ability  to  withstand  economic 
downturns  is  weak.  These  factors  cannot  be  ignored  when  the  nature  of 
competition  is  under  analysis. 

SBA  size  standards  were  intended  to  be  used  as  long  as  they  demonstrated 
adequacy.  While  the  purpose  for  which  the  standards  were  established 
remains  the  fair  application  of  consistent  standards,  the  actual  policies  relied 
upon  in  administering  these  standards  are  unrealistic.  The  impact  of 
implementing  inadequate  and  inappropriate  size  standards  will  predestine  DBE 
firms  to  fail.  Ultimately,  lack  of  support  to  DBEs  will  result  in  the  failure  of  the 
Federal  Aviation  Administration  to  address  the  initial  purpose  of  the 
Disadvantaged  Business  Enterprise  Assistance  Program.  The  issues  that  have 
been  outlined  in  this  study  deserve  further  consideration  in  the  final 
determination  of  the  propriety  of  utilizing  the  proposed  size  standards  for  such 
an  important  program. 
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COMPANY  STATISTICS  BY  CLASSIFICATION  STATUS  OF 
OWNED  ESTABLISHMENTS;  1977 


All  Companies 

SIC  CODE:  5399  #  Owned  Sales  & 

GENEFIAL  MERCHANDISING      I  Fstahlishments  BfififiiclS  ($MM) 


All  Companies,  Total  19,309  23,490 

Establishments  in 

Same  Category  19,309  22,591 

Establishments  in 

Other  Categories  255  736 

Industry  Speciali- 
zation Ratio  (1 ) 


Single-Industry  Companies 

Establishments  in 
Same  Category 


Multi-Industry  Companies  255  3,552 

Establishments  in 

Same  Category  255  2,701 

Establishments  in 

Other  Categories  255  736 

Industry  Speciali- 
zation Ratio  N/A  78.6 


N/A 

96.8 

19.054 

19,938 

19,054 

19,890 

7,410.7 

6,894.3 

657.6 

91.3 

3.992.0 

(2) 

3,418.7 

(2) 

657.6 

(2) 


(1)  The  industry  specialization  ratio  is  the  relationship  between  the  primary 
establishment  activities  of  all  companies  in  an  industry  category  and  the  activities  of 
the  operating  establishments.  This  provides  an  estimate  of  the  extent  to  which 
companies  classified  in  a  given  industry  tend  to  mix  their  activities.  (E.g., 
single-industry  companies  always  have  a  specialization  ratio  of  100.) 

(2)  Withheld  to  avoid  disclosing  the  operations  of  individual  companies. 

SOURCE:  "General  Report  on  Industrial  Organization",  Table  1 :  Company  Statistics  by 
Classification  Status  of  Owned  Establishments:  1977.  Enterprise  Statistics.  U.S. 
Department  of  Commerce.  Bureau  of  the  Census 
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COMPANY  STATISTICS  BY  CLASSIFICATION  STATUS  OF 
OWNED  ESTABLISHMENTS:  1977 


All  Com 

panies 

SIC  CODE:  5812 
EATING  PLACES 

£ 

#  Owned 

Sales  & 
Receipts 

All  Companies,  Total 

260,368 

309,633 

58.318.9 

Establishments  in 
Same  Category 

260,368 

302,431 

52.605.4 

Establishments  in 
Other  Categories 

1.324 

5.030 

8.189.1 

Industry  Speciali- 
zation Ratio  (1 ) 

N/A 

98.4 

86.5 

Single-Industry  Companies 

259,044 

279,445 

41,533.5 

Establishments  in 
Same  Category 

259,044 

278,456 

41,509.2 

Multi-Industry  Companies 

1,324 

30.188 

16,785.4 

Establishments  in 
Same  Category 

1,324 

23,975 

11,096.2 

Establishments  in 
Other  Categohes 

1,324 

5,030 

8,189.1 

Industry  Speciali- 
zation Ratio 

N/A 

82.7 

57.5 

(1)  The  industry  specialization  ratio  is  the  relationship  between  the  primary 
establishment  activities  of  all  companies  in  an  industry  category  and  the  activities  of 
the  operating  establishments.  This  provides  an  estimate  of  the  extent  to  which 
companies  classified  in  a  given  industry  tend  to  mix  their  activities.  (E.g., 
single-industry  companies  always  have  a  specialization  ratio  of  100.) 

(2)  Withheld  to  avoid  disclosing  the  operations  of  individual  companies. 

SOURCE:  "General  Report  on  Industrial  Organization",  Table  1 :  Company  Statistics  by 
Classification  Status  of  Owned  Establishments:  1977,  Enterprise  Statistics.  U.S. 
Department  of  Commerce.  Bureau  of  the  Census 
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COMPANY  STATISTICS  BY  CLASSIFICATION  STATUS  OF 
OWNED  ESTABLISHMENTS:  1977 


All  Companies 

SIC  COPE;  5913 

DRINKING  PLACES 

« 

#  Owned 
Establishments 

Sales  & 
RpneiPts  ($MM) 

All  Companies.  Total 

106.756 

107.480 

7.633.0 

Establishments  in 
Same  Category 

106.756 

107.240 

(2) 

Establishments  in 
Other  Categories 

181 

229 

44.0 

Industry  Speciali- 
zation Ratio  (1 ) 

N/A 

99.8 

(2) 

Single-Industry  Companies 

106.575 

107,014 

7.536.5 

Establishments  in 
Same  Category 

106,575 

107,006 

(2) 

Multi-Industry  Companies 


Establishments  in 
Same  Category 

Establishments  in 
Other  Categories 

Industry  Speciali- 
zation Ratio 


N/A 


234 

(2) 

229 

44.0 

50.5 

(2) 

(1)  The  industry  specialization  ratio  is  the  relationship  between  the  primary 
establishment  activities  of  all  companies  in  an  industry  category  and  the  activities  of 
the  operating  establishments.  This  provides  an  estimate  of  the  extent  to  which 
companies  classified  in  a  given  industry  tend  to  mix  their  activities.  E.g., 
single-industry  companies  always  have  a  specialization  ratio  of  100.) 

(2)  Withheld  to  avoid  disclosing  the  operations  of  individual  companies. 

SOURCE:  "General  Report  on  Industrial  Organization".  Table  1 :  Company  Statistics  by 
Classification  Status  of  Owned  Establishments:  1977.  Fnterprise  Statistics.  U.S. 
Department  of  Commerce.  Bureau  of  the  Census 
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COMPANY  STATISTICS  BY  CLASSIFICATION  STATUS  OF 
OWNED  ESTABLISHMENTS:  1977 


All  Companies 

SIC  CODE:  75 
AUTOMOTIVE  SERVICES(3) 

£ 

#  Owned 

Sales  & 
Receipts  ($mm) 

All  Companies,  Total 

41.458 

51.025 

8.098.3 

Establishments  in 
Same  Category 

41.458 

49.878 

7.040.9 

Establishments  in 
Other  Categories 

211 

615 

926.6 

Industry  Speciali- 
zation Ratio  (1 ) 

N/A 

98.8 

88.4 

ngle-lndustry  Companies 

41,247 

45,779 

5.184.5 

Establishments  in 
Same  Category 

41.247 

45,623 

5.288.4 

ulti-lndustry  Companies 

211 

5,246 

2.913.9 

Establishments  in 
Same  Category 

211 

4.255 

1.752.5 

Establishments  in 
Other  Categories 

211 

615 

926.6 

Industry  Speciali- 
zation Ratio 

N/A 

87.4 

65.4 

(1)  The  industry  specialization  ratio  is  the  relationship  between  the  primary 
establishment  activities  of  all  companies  in  an  industry  category  and  the  activities  of 
the  operating  establishments.  This  provides  an  estimate  of  the  extent  to  which 
companies  classified  in  a  given  industry  tend  to  mix  their  activities.  (E.g., 
single-industry  companies  always  have  a  specialization  ratio  of  100.) 

(2)  Withheld  to  avoid  disclosing  the  operations  of  individual  companies. 

(3)  Automotive  Services  not  elsewhere  classified. 

SOURCE:  "General  Report  on  Industrial  Organization".  Table  1 :  Company  Statistics  by 
Classification  Status  of  Owned  Establishments:  1977.  Enterprise  Statistics.  U.S. 
Department  of  Commerce.  Bureau  of  the  Census 
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Testimony  given  by 

Joseph  Fuller,  Jr. 

President,  Futron  Corporation 


United  States  House  of  Representatives 

Committee  on  Small  Business 

Subcommittee  on  Minority  Enterprise,  Finance,  and  Urban  Development 

May  25,  1993 

It  is  an  honor  to  appear  before  you  today  to  testify  on  the  need  for  expanded 
Standard  Industrial  Classification  (SIC)  codes  size  by  Small  Business  Administration 
(SBA)  Section  8(a)  small  minority-owned  businesses.  The  SBA  recently  withdrew 
proposed  rule  13  C.F.R.  Part  121,  Small  Business  Size  Standard;  Fixed  Size  Standard 
Level  which  would  have  expanded  the  Size  Standards  by  an  inflationary  increase  of  43.1 
percent  for  the  last  ten  years.  While  this  adjustment  would  be  welcomed,  and  would  have 
provided  relief  for  a  large  number  of  small  minority  businesses,  it  was  not  enough.  Size 
Standards  no  longer  reflect  the  reality  of  the  marketplace  and  must  be  substantially 
enlarged  if  companies  such  as  Futron  are  to  develop  and  realize  their  potential.  The 
purpose  of  these  hearings  today  is  to  align  the  size  standards  with  the  reality  of  the 
marketplace. 

What  I  will  discuss  today  is  the  impact  the  size  standard  limitations  have  had  on 
Futron  Corporation. 


Futron  Corporation    7315  Wisconsin  Avenue,  Suite  400W    Bethesda,  Maryland  20814-3202    (301)  907-7100 
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The  Importance  of  Minority  Enterprise 

The  success  of  minority  enterprise  can  be  equated  to  the  success  of  urban 
communities  and  therefore  the  Nation.  Minority-owned  businesses  produce  jobs,  role 
models,  political  influence  and,  most  importantly,  wealth  and  capital  for  investment.  While 
not  the  only  criterion,  one  measure  of  peoples'  respect  is  the  extent  to  which  they  provide 
goods  and  services  needed  by  society.  Minority  business  development  is  an  investment 
in  America's  economic  system  and  in  its  future. 

Presently,  minority  business  enterprises  are  an  under-utilized  national  resource. 
There  are  1.2  million  minority  firms  producing  $77.84  billion  in  annual  revenues.  This 
compares  to  total  national  receipts  of  $1 .99  trillion.  Even  though  minorities  make  up  24.8 
percent  of  the  population  they  own  only  9  percent  of  the  businesses.  When  it  comes  to 
govemment  contracts,  80  percent  of  the  revenue  goes  to  large  businesses.  Of  the 
remaining  20  percent,  only  3.9  percent  are  awarded  to  minority  businesses.  This  falls  far 
short  of  the  goals  of  5-10  percent  set  by  Congress.  Although  there  are  many  barriers  to 
the  utilization  of  minority  businesses,  this  testimony  focuses  on  one  barrier  in  the  SBA 
section  8(a)  program:  Standard  Industrial  Classification  (SIC)  Codes  size  standards. 

Purpose  of  SBA  and  SIC  Size  Standards 

The  Small  Business  Administration  was  set  up  "to  aid,  counsel,  assist  and  protect 
the  interests  of  small  business  concems  in  order  to  preserve  free  competitive  enterprise, 
to  insure  that  a  fair  portion  of  total  purchases  by  the  Govemment  be  placed  with  small 
business  enterprises."    Size  standards  were  established  by  SBA  to  determine  if  a 
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business  met  the  "small"  eligibility  criteria.  Standard  Industrial  Classification  (SIC)  Codes 
are  used  by  the  SBA  to  determine  if  small  firms  are  eligible  to  participate  in  the  Minority 
Small  Business/Capital  Ownership  Development  (MSB/COD)  Program.  These  stringent 
requirements  are  meant  to  protect  small  businesses  from  being  harmed  by  competition 
from  larger  businesses.  However  we  believe  that  the  reverse  is  occurring.  By  forcing  a 
business  to  remain  "small"  enough  to  be  eligible  for  the  program,  the  regulation  restricts 
the  small  business'  ability  to  grow  in  size  and  revenue.  This  gives  larger  firms  an  unfair 
competitive  advantage. 

The  SBA,  in  the  past  has  adjusted  particular  SIC  codes  within  certain  industries. 
For  example.  Information  Systems  SIC  Codes  (7371-7379)  were  doubled  last  year  in 
response  to  evaluation  of  their  artificially  low  levels  (from  7  million  to  $14  million).  SBA 
examined  the  structure  of  the  computer  services  industries,  and  five  specific  industry 
factors  were  evaluated.  They  were  1)degree  of  competition,  2)average  firm  size.  3)start- 
up  costs,  4)firms  size  distribution  and  5)program  impact.  Because  of  this  evaluation, 
these  size  standards  were  adjusted.  This  change  as  now  proposed  amounts  to  a  360 
percent  disparity  in  size  standards  between  Information  Systems  SIC  Codes  and 
Management  Services  SIC  Codes.  This  disparity  cannot  be  justified.  The  same  is  true 
for  the  Engineering  SIC  code  871 1 .  If  something  is  not  done  to  change  this  situation  the 
intent  of  the  Congress  to  foster  the  development  of  minority  enterprise  will  be  thwarted. 
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Effects  of  Regulations  on  Futron  Corporation 

To  illustrate  these  points,  let  me  discuss  how  SIC  code  size  standards  impact  my 
company,    Futron  Corporation. 

SiC  Size  Standard  impacts.  Futron  is  a  systems  engineering  and  management 
firm  that  in  March  of  this  year  completed  its  fourth  year  in  SBA's  MSB/COD  Program. 
The  Program  has  been  good  for  our  development  in  that  we  have  grown  from  $283,000 
in  revenues  in  1988,  the  year  before  entering  the  Program,  to  nearly  $6,000,000  in 
revenues  in  1992.  While  some  may  view  this  growth  as  a  sign  of  success,  considering 
the  impact  of  current  size  standards,  our  immediate  future  is  less  than  reassuring. 

Some  of  the  more  significant  impacts  of  current  size  standards  on  Futron 
Corporation  are  described  below. 

a.  Premature  Graduation  Current  and  proposed  size  standards  will  cause 
Futron  to  graduate  from  its  Engineering  and  Management  Services  SIC 
codes  before  it  is  sufficiently  prepared  for  full  and  open  competition.  A 
1986  Senate  Survey  and  a  1991  SEA  study  showed  that  graduates  of  the 
8(a)  program  from  1987  to  1990  had  failure  rates  between  48  percent  and 
66  percent.  Insufficient  experience  and  maturity  in  business  support 
systems,  and  inadequately  developed  corporate  products  and  services 
generally  result  from  premature  graduation.  For  many  engineering  firms 
graduation  means  the  beginning  of  the  end. 


68-595  -  94  -  6 
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b.  Inflationary  Effects  The  net  effect  of  inflation  is  to  reduce  tlie  resources 
that  can  be  acquired  with  the  same  dollar  amount.  Thus,  size  standards 
that  are  not  adjusted  for  annual  inflationary  increases  result  in  a  reduction 
of  available  resources  and  of  the  economic  growth  of  the  enterprise.  The 
impact  could  be  a  weaker  Futron  at  graduation  from  SBA  8(a)  status. 

c.  Increased  Competition  The  competition  has  changed  significantly  since 
the  seventies.  Today,  Futron  is  competing  with  "big  eight"  accounting, 
management  consulting  and  professional  services  firms.  In  addition,  large 
engineering  firms,  as  a  result  of  Department  of  Defense  downsizing,  are 
competing  for  these  same  service  contracts.  The  proposed  size  standards 
for  engineering  ($13.5m)  and  management  services  ($5M)  do  not  permit 
sufficient  growth  to  be  competitive  in  these  industries. 

d.  Poor  Business  Practices  Restrictive  size  standards  can  result  in  the 
pursuit  of  markets  for  the  sake  of  survival  as  opposed  to  long-range 
business  development.  Rather  than  pursuing  business  vision  and  strategy. 
Section  8(a)  firms  are  governed  by  the  size  limitations  of  their  SIC  codes. 
This  encourages  companies  to  procure  contracts  within  SIC  codes  with 
higher  limits,  even  when  it  is  not  consistent  with  their  business  objectives. 
Furthermore,  the  company's  and  SBA's  energy  and  resources  wasted  on 
managing  SIC  Codes  would  be  better  spent  on  advancing  the  small 
business  goals. 
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e.  Limitations  on  Growth  Unchanging  size  standards  and  outdated 
competition  thresholds  of  $3M  have  combined  to  limit  growth  in  government 
revenues  for  minority  businesses.  Currently,  multi-year  contracts  are  being 
awarded  for  shorter  periods  of  time  so  as  not  to  exceed  the  limitation.  In 
the  past,  large  multi-year  awards  enhanced  the  size,  strength  and 
competitive  posture  of  graduating  firms. 

As  in  Futron's  case  the  above  described  impacts  are  potentially  harmful  to  other 
companies  the  SBA  is  supposed  to  promote  and  protect.  In  many  situations,  the  SBA 
8(a)  status  is  a  barrier  instead  of  an  advantage.  Increases  in  size  standards  would 
alleviate  these  conditions  allowing  development  of  more  enriched  business  capabilities. 

The  Importance  of  Business  Size  Our  second  concern  has  to  do  with  the 
restrictions  on  business  size  which  are  critical  to  minority  enterprise  for  three  reasons: 

a.  Competition  It  is  only  through  size  as  measured  by  revenues  or  number 
of  employees  that  smaller  firms  can  even  begin  to  match  the  resources  of 
their  competitors.  After  a  certain  critical  size  the  corporation  playing  field 
is  leveled  with  respect  to  resources  and  other  differentiating  factors  begin 
to  emerge. 

b.  Development  Through  economies  of  scale,  resources  are  made  available 
to  create  the  business  infrastructure  required  for  full  development.  A  larger 
scale  business  also  generates  the  cash  reserves  and  capital  needed  for 
investment  in  future  products  and  services,  and  allows  higher  risk  ventures. 
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c.  Marketplace  Credibility  Size  provides  a  very  visible  symbol  of  success  for 
the  marketplace.  Hence,  for  future  customers  and  employees  a  larger 
company  is  perceived  as  having  less  risk,  and  is  therefore  more  acceptable 
to  both.  While  credibility  can  be  obtained  through  reputation,  it  is  greatly 
facilitated  if  accompanied  by  size. 

The  8(a)  program  was  established  to  assist  small,  disadvantaged  start  up 
companies  by  shielding  them  from  intense  competition  from  large,  entrenched  contractors 
with  established  reputations.  In  the  current  environment,  professional  services 
businesses  with  100  to  200  employees,  with  as  little  as  four  or  five  years  in  business  are 
being  forced  to  compete  with  30  to  50  year  old  companies  with  international  reputations 
and  5,000  to  100,000  employees.  Futron  sees  the  need  for  further  adjustments  in  the 
size  standards  as  an  attempt  to  adjust  the  standards  to  reflect  a  realistic  transition  point 
for  businesses  trying  to  survive  in  the  current  marketplace. 
Recommendations.. .what  needs  to  change 

It  is  clear  that  the  current  approach  to  establishing  size  standards  must  be  changed 
to  adjust  for  the  changing  federal  business  environment.  Because  of  the  importance  of 
minority  enterprise  to  the  future  of  this  country,  and,  as  a  result,  the  need  to  realize 
substantial  growth  of  minority  businesses,  certain  SIC  code  restrictions  must  be 
eliminated  as  soon  as  possible.  The  following  recommendations  are  offered  for 
consideration. 
1.        Immediately  direct  SBA  to  Implement  proposed  SIC  Code  Size  Standards. 

The  size  standards  as  published  in  the  Federal  Register  dated  December  31, 1992 

represent  an  improvement  and  are  long  overdue.     They  will  provide  some 
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immediate  relief  while  an  improved  system  is  being  established.  There  is  no 
reason  to  further  delay  their  approval. 

2.  Immediately  Remove  the  Restrictions  Placed  on  Engineering  SIC  Code  871 1 . 

Currently  the  SBA  believes  that  there  are  Congressional  restrictions  on  adjusting 
SIC  871 1  for  inflation.  This  restriction  is  the  best  example  of  the  unfairness  of  the 
current  system  for  establishing  size  standards.  It  should  never  have  been 
promulgated  as  a  rule.  How  this  rule  benefits  small  minority  business  is  difficult 
to  discern.  We  recommend  that  SIC  code  871 1  be  adjusted  upward  immediately 
to  properly  reflect  inflation  since  1975. 

3.  Adjust  SIC  codes  with  appropriate  inflation  indicators 

If  size  standards  are  determined  by  inflation  indicators,  we  must  ensure  that  the 
most  appropriate  index  is  chosen  for  application.  The  particular  index  used  by  the 
SBA  in  this  instance  appears  to  be  conservative.  It  would  be  interesting  to 
compare  it  with  others  used  by  government  for  budgeting,  income  tax,  and  the  like. 
In  any  event,  forecasting  and  measuring  inflation  is  an  inexact  science;  we  are 
proposing  a  simpler  approach  in  recommendation  number  5. 

4.  Index  Inflation  and  update  bi-annually 

If  the  SBA  and  the  Congress  continue  to  use  an  inflation  index,  we  encourage  the 
SBA  to  adopt  a  policy  of  bi-annually  adjusting  upward  the  size  standards.  This 
would  reasonably  reflect  the  economic  realities  which  affect  small  and  minority 


134 


businesses  in  the  marketplace. 


5.        Eliminate  size  standards  based  upon  revenue  and  impiement  standards 
based  on  number  of  employees 

In  keeping  with  the  idea  of  simplifying  and  reducing  the  number  of  size  standards 
and  regulations,  we  suggest  that  there  be  only  two  size  standards.  These  size 
standards  would  be  based  on  number  of  employees:  1000  employees  in  the 
■manufacturing  and  research  and  development  industries  and  500  employees  in  all 
other  categories.  This  approach,  already  used  by  the  SBA,  would  also  have  the 
effect  of  automatically  adjusting  for  inflation. 

Futron's  growth  has  been  limited  due  to  the  competition  thresholds  of  $3  M.  At 
present,  a  small  firm  can  outgrow  the  size  standard  after  only  one  three-four  year  contract 
cycle,  thereby  excluding  the  firm  from  competing  on  existing  contracts.  Because  of  these 
restrictions,  it  is  more  difficult  for  Futron  to  duplicate  the  success  enjoyed  by  minority- 
owned  firms  started  in  the  70's  and  early  80's. 

Summary  and  Conclusions 

In  summary,  Futron  supports  the  intent  and  recent  actions  of  Congress  and  the 
SBA  to  bring  the  SIC  size  standards  into  line  with  current  market  conditions.  The 
changes  proposed  herein,  or  similar  ones,  would  allow  small  firms  an  appropriate  time 
frame  for  building  upon  the  resources  they  possess,  establishing  a  reputation,  building 
up  capital  and  gaining  the  experience  necessary  for  competing  in  what  is  an  increasingly 
sophisticated  and  competitive  marketplace. 


Small  minority-owned  businesses  are  too  important  a  resource  to  squander.  While 
regulation  is  important,  we  must  be  careful  not  to  overly  restrict  the  growth  and 
development  of  these  fragile  enterprises.  These  enterprises  are  limited  in  their  ability  to 
protect  themselves  from  the  formidable  competition  they  face  in  becoming  a  factor  in 
global  economy  and  a  changing  society.  The  Congress  and  the  SBA  must  assume  a 
strong  position  of  advocacy  for  small  disadvantaged  businesses,  removing  artificial 
barriers  to  growth  and  success. 

Again,  thank  you  for  the  opportunity  to  testify  before  these  hearings  today.  I  feel 
an  emotional  kinship  to  your  mission,  and  will  help  in  whatever  way  I  can. 
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May  25,  1993 


Congressman  Kweisi  Mfume 

United  States  House  of  Representatives 

Committee  on  Small  Business 

Subcommittee  on  Minority  Enterprise,  Finance 

and  Urban  Development 
568-A  Ford  H.O.B. 
Washington,  DC   20515 

Dear  Chairman  Mfume: 

The  Interamerican  Travel  Agents  Society,  Inc.  (ITAS),  the 
oldest  and  largest  minority  travel  agency  organization, 
considers  it  a  privilege  to  participate  in  the  hearing  on 
efforts  by  the  Small  Business  Administration  to 
streamline  its  size  standards  table  for  small  businesses 
that  are  eligible  for  federal  assistance  programs. 

ITAS  is  a  non-profit  trade  association  comprised  of 
African  American  Travel  Agency  owners  in  the  continental 
United  States.   ITAS  seeks  to  improve  the  economic 
development  of  its  membership;  create  public  trust  and 
encourage  the  use  of  minority  travel  agencies  in  all 
travel  planning;  establish  and  maintain  among  its  members 
a  firm  set  of  ethics  in  the  operation  of  their  agencies; 
combat  prejudice  in  all  its  forms  found  in  the  travel 
industry  and  to  bring  to  the  attention  of  its  members  the 
problems  of  the  travel  industry  and  to  research  methods 
to  remedy  them,  particularly  those  issues  of  concern  to 
the  minority  and  small  agency  community. 

ITAS  was  disturbed  when  the  NOTICE  of  December  31,  1992 
was  published.   The  ITAS  Board  of  Directors  met  on 
February  20,  1993  and  concluded  that  from  opinions  of  the 
travel  agencies  they  represent,  the  size  standard  as  it 
pertains  to  travel  agencies  should  be  above  the  present 
ceiling  of  $5  million  in  annual  receipts  but  not  higher 
than  $15  million.   The  SEA  proposed  new  standard  of 
$50  million  in  annual  receipts  would  be  totally 
unrealistic  and  unacceptable.   The  $15  million  level 
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would  give  the  Federal  Government  a  wider  range  of 
competitive  bidders  and  at  the  same  time  may  give  Small 
Disadvantaged  Businesses  (SDBs)  a  more  representative 
share  of  the  20  billion  dollar  travel  market.   Public 
policy  requires  that  a  fair  share  of  Government  business 
be  done  with  SDBs.   Government  agencies  comply  with  this 
policy  with  very  limited  enthusiasm  and  approve  spurious 
implementation  plans  that  do  not  reflect  the  spirit  of 
the  law.   Often  subcontracting  plans  are  allowed  that 
lack  good  faith  and  results  in  pure  exploitation. 
Specifically,  regarding  related  issues  of  injustices  in 
the  travel  arena,  we  would  like  to  bring  the  following 
items  to  your  attention: 

•Some  $20  billion  is  spent  by  the  Department  of 
Defense,  Civilian  Federal  Agencies,  the  Federal 
Legislative  Branch,  States  and  government 
contractors  for  official  travel.   SDBs  have 
received  less  than  one  percent  of  this 
business. 

•Under  the  proposal,  50  million  annual  gross 

receipts  definition,  travel  agencies  in  the 

$20  mllion  -  $50  mllion  category  would  be  eligible 

for  the  8(a)  and  the  SDB  set  aside  programs.   They 

could  dominate  these  programs  because  of  their 

resources. 

•GSA  still  refuses  to  set  aside  any  travel 
contracts  for  SDBS;  there  are  minimum  small 
business  set  asides;  and  mandatory 
subcontracting  is  not  required  under  any 
circumstances.   So  far,  virtually  all  small 
business  set  asides  have  gone  to  non- 
minorities.   Nothing  has  changed  since  the 
General  Accounting  Office  (GAO)  released  its 
report  concluding  that  GSA  had  excluded  SDBs 
from  the  GSA  Travel  Service  Program  (see  GAO 
Report  GAO/GGD-91058BR) .   According  to  the  GAO, 
less  than  one  percent  of  all  civilian  (GSA 
Program)  government  contracts  with  travel 
agencies  went  to  SDBs.   Specifically,  about  90 
percent  of  the  contracts  went  to  large 
businesses,  i.e.,  agencies  with  annual  gross 
receipts  in  the  $250  million  -  $2  billion 
categories.   Nine  percent  went  to  small 
businesses  (other  than  SDBs) . 
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•Mega-agencies  quite  often  abuse  the  Military's 
subcontracting  process.   Prime  contractors 
sometimes  delay  identifying  subcontractors 
until  the  contract  is  well  under  way.   Low 
volume  remote  areas  are  often  selected  for 
subcontracting  when  more  profitable  urban 
locations  are  available  under  the  contract. 
Sometimes  unpredictable,  nebulous  portions  of 
the  contract  (leisure  travel)  are 
systematically  assigned  to  the  subcontractors. 
Finally,  the  use  of  the  subcontractor  for  non 
travel  related  services  such  as  courier, 
janitorial,  etc.  is  fairly  commonplace. 

•8(a)  firms  are  virtually  ignored.   Since  1984, 
only  three  contracts  (less  than  1.5  million) 
have  been  awarded  to  8(a)  firms. 

•The  United  States  Marine  Corps  and  the  United 
States  Navy  have  shown  little  initiative  in 
providing  any  participatory  roles  for  SBs/SDBs 
in  their  travel  service  programs. 

•The  Air  Force  is  the  only  Federal  Government 
component  to  make  a  conscientious  effort  to  set 
aside  significant  travel  contracts  for  Small 
Disadvantaged  Businesses. 

•A  substantial  portion  of  the  government's  travel 
business  is  currently  liandled  by  the  Scheduled 
Airline  Traffic  Office;;  (SATO)  and  its  sister 
company,  the  Combined  Airline  Traffic  Offices 
(CATO) .   CATO  has  a  lock  on  the  congressional 
travel.   Both  companies  are  corporations  wholly 
owned  by  the  domestic  airlines. 

•Multinational  Corporations  (Fortune  100 
Companies)  including  major  defense  and 
aerospace  contractors  do  not  use  minority 
travel  agencies.   Again,  no  travel  related 
subcontractors  are  used. 

In  conclusion,  we  urge  your  Subcommittee  to  raise  the 
awareness  level  of  the  U.S.  Government  and  U.S. 
Government  Contractors  to  create  contracting 
opportunities  for  minority  owned  travel  agencies. 
Require  them  to  either  set  aside  segments  or  require 
meaningful  subcontracting.   Positive  steps  by  major 
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corporations  to  include  minority  travel  firms  ir 
participatory  role  could  be  mutually  beneficial, 
would  provide  minority-owned  travel  agencies 
opportunities  to  service  major  accounts  while  growing  and 
evolving  and  at  the  same  time,  would  assist  industry  in 
achieving  the  Federal  Minority-Vendor  utilization 
requirements. 

We  appreciate  the  opportunity  to  present  the  views  of  our 
organization.   Thank  you. 


Sincerely, 


Jacquelyn  D.  Alton 
President  ITAS 

Edward  QuicK 


Edward  Qu 

Chairman  Government  Affairs  Committee 
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WRITTEN  STATEMENT 

OF 

ADVANCED  SCIENCES,  INC. 

BEFORE  THE 

HOUSE  SUBCOMMITTEE  ON  MINORITY  ENTERPRISES, 

FINANCE  AND  URBAN  DEVELOPMENT 

U.S.  HOUSE  OF  REPRESENTATIVES 

ON  THE  EFFORTS  BY  THE  SMALL  BUSINESS  ADMINISTRATION 
TO  STREAMLINE  ITS  SIZE  STANDARDS  TABLE  FOR 
SMALL  BUSINESSES  ELIGIBLE  FOR  SBA'S  ASSISTANCE  PROGRAMS 


This  statement  is  submitted  on  behalf  of  Advanced  Sciences, 
Inc.,  "ASI",  a  hispanic-owned  business  which  provides  environmental 
engineering  and  professional  services  to  the  United  States 
government.  ASI  is  headquartered  in  Arlington,  Virginia,  and  has 
offices  in  Albuquerque,  New  Mexico,  and  fourteen  other  locations 
throughout  the  United  States.  ASI  is  a  graduate  of  the  Small 
Business  Administration's  Section  8(a)  program  and  currently  has 
approximately  480  employees. 

ASI  is  also  a  member  of  the  Latin  American  Management 
Association  ("LAMA")  and  supports  LAMA's  comments  which  have  been 
submitted  to  the  Subcommittee.  ASI's  comments  focus  on  the 
appropriate  size  standard  for  the  environmental  services  industry. 
ASI  recommends  that:  (1)  the  SBA's  January  13,  1993  interim  final 
rule  establishing  an  $18  million  size  standard  under  SIC  Code  8744 
for  environmental  services  become  final  with  respect  to 
environmental  services  involving  construction,  demolition  work, 
refuse  removal  and  other  traditionally  "nonprofessional"  services; 
and  (2)  the  SBA  establish  a  1000  employee  size  standard  under  SIC 
Code    8731    for    environmental    services    involving    field 
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investigations,  scientific  studies  and  environmental  remediation 
design.  These  changes  are  necessary  so  that  small  and  minority 
owned  firms  performing  these  services  may  more  effectively  compete 
for  a  market  share  in  this  emerging  industry. 

On  January  13,  1993,  the  SBA  issued  an  interim  rule 
establishing  a  size  standard  of  $18.0  million  in  average  annual 
receipts  for  environmental  services  under  SIC  Code  8744.  In 
connection  with  this  interim  rule,  SBA  determined  that 
environmental  services  is  an  emerging  industry  in  which  firms 
perform  tasks  that  depart  from  traditional  activities  in  any  one 
of  the  existing  Standard  Industry  Classifications.  SBA  correctly 
sought  to  clarify  the  present  uncertainty  among  contracting 
officers  in  determining  the  appropriate  SIC  code  classification  for 
contracts  involving  environmental  services.  For  example, 
procuring  agencies  commonly  classified  the  more  traditional  or 
"nonprofessional"  environmental  work  (e.g.,  waste  removal,  de- 
contamination) under  the  following  classifications: 

Sanitary  Services,  not  elsewhere  classified 
(SIC  Code  4959,  $6  million  size  standard) 

Refuse  Systems  (SIC  Code  4953,  $3.5  million 
size  standard) 

Pollution  Testing  (SIC  Code  8734,  $3.5  million 
size  standard) 

Wrecking  and  Demolition  Work  (SIC  Code  1795, 
$7  million  size  standard) . 

Under  the  SBA's  interim  final  rule,  these  classifications  are 
now  included  in  a  single  and  much  larger  "Environmental  Service" 
standard   of   $18   million.     Establishing   a   single   industry 
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classification,  i.e.  8744,  with  a  larger  size  standard  for  these 
types  of  environmental  services  is  unquestionably  a  desireable 
objective. 

Two  other  SIC  codes  have  traditionally  been  used  for 
environmental  services.  These  codes  are:  (1)  SIC  Code  8731, 
"Commercial,  Physical  and  Biological  Research,"  with  an 
accompanying  500  employee  size  standard,  and  (2)  SIC  Code  8711, 
"Engineering  Services,"  with  an  accompanying  size  standard  of  $13.5 
million.  SIC  Code  8731  has  been  used  for  procurements  involving 
environmental  field  investigations  and  scientific  studies.  SIC 
Code  8711  has  been  used  for  procurements  involving  environmental 
remedial  design.  However,  since  the  SBA's  issuance  of  its  interim 
final  rule,  procuring  agency  officials  have  been  reluctant  to 
designate  procurements  under  SIC  Codes  8731  and  8711.  Rather, 
these  procurements  are  being  classified  within  the  new  standard, 
SIC  Code  8744.  The  effect  of  including  this  traditional  SIC  Code 
8731  "investigations  and  studies  work"  under  the  new  consolidated 
SIC  Code  8744,  is  to  drastically  and  immediately  reduce  the  size 
standard  for  such  work.  Because  companies  with  up  to  500  employees 
frequently  have  revenues  which  double  the  $18  million  threshold, 
the  new  size  standard  under  SIC  Code  8744  results  in  the 
disqualification  of  firms  with  over  $18  million  in  revenues  but 
less  than  500  employees.  Thus,  while  the  SBA's  interim  rule 
attempted  to  eliminate  uncertainty  and  increase  the  number  of  small 
businesses  eligible  to  participate  in  this  new  and  emerging 
industry  (by  creating  a  single,   larger  size  standard  of  $18 
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million) ,  it  has  had  the  unintended  and  undesirable  effect  of 
eliminating  many  businesses  from  participation  in  set-aside 
procurements  or  subcontracts  for  investigations  and  studies. 

Since  the  interim  final  rule  is  having  an  adverse  impact  on 
small  businesses  performing  these  types  of  environmental  services, 
immediate  action  is  required.  ASI  urges  this  subcommittee  to 
encourage  SBA  to  promptly  adopt  a  final  rule  establishing  a 
separate  1000  employee  size  standard  for  environmental  firms 
participating  in  procurements  for  field  investigations,  scientific 
studies,  and  environmental  remediation  design. 

There  are  several  compelling  reasons  for  this  change,  which, 
in  effect,  will  increase  the  size  standard  to  1000  employees. 
First,  there  is  tremendous  market  concentration  among  only  the 
largest  environmental  consulting  firms. ^  These  firms  continue  to 
experience  growth  in  the  environmental  services  industry.  Since 
increasing  competition  is  an  important  factor  in  establishing  size 
standards  within  an  industry,  it  would  be  appropriate  for  the  SBA 
to  set  a  1000  employee  size  standard  to  provide  small  and  minority 
owned  firms  with  an  opportunity  to  increase  market  penetration. 

Second,  in  order  for  an  environmental  services  firm  of  this 
type  to  be  competitively  viable,  it  must  have  an  adequate 
infrastructure  including  revenues,  access  to  credit  and  capital  and 
employee  base.   There  are  several  reasons  for  this  phenomenon. 


Vor  example,  in  1992  the  top  20  firms  in  hazardous  waste 
consulting  controlled  some  55%  of  the  total  market.  Special 
Report,  ENR.  April  5,  1993,  at  41.  Continued  consolidation  is 
likely  in  part  due  to  the  large  size  of  most  government  hazardous 
waste  cleanup  contracts.   Id. 
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Environmental  service  contracts  tend  to  be  large  dollar  contracts 
due  to  the  fact  that  environmental  services  are  often  procured 
through  an  omnibus  contract  which  provides  the  procuring  agency 
with  the  ability  to  obtain  complex  environmental  services  from  a 
single  contractor.  For  example,  at  least  three  procuring  agencies 
contract  with  environmental  design  firms  which  are  responsible  for 
entire  sites.  The  Corp  of  Engineers  utilizes  Total  Environmental 
Remediation  Contractors  (TERCs)  for  its  environmental  projects, 
one  of  which  totals  $300  million.  The  Navy  has  its  CLEAN  program 
with  typical  contracts  in  the  $100  to  $150  million  range.  In 
addition,  the  DOE  has  recently  issued  a  $2  billion  contract  under 
its  Environmental  Restoration  Management  Contractor  (ERMC)  program. 

Furthermore,  to  accomplish  environmental  services,  such  as 
remediation  of  contaminated  sites,  requires  a  continuity  and 
diversity  in  staff.  The  technical  requirements  are  such  that  a 
wide  variety  of  resources  are  needed  for  performance,  such  as 
numerous  engineering  skills,  scientists,  including  biologists, 
geologists,  hydrologists,  archaeologists,  and  other  diverse 
technical  skills.  Therefore,  the  labor  required  to  perform  the 
contracts  tends  toward  more  highly  compensated  individuals. 

Moreover,  start-up  costs  for  firms  in  this  industry  are  high. 
These  costs  include,  for  example,  insurance,  equipment  and 
laboratory  facilities.  In  addition,  multiple  offices  are  often 
necessary  in  order  to  conduct  remediation  studies  at  various 
government  facilities. 

Absent  this  change,  field  investigation,  scientific  studies 
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and  environmental  remedial  design  firms  with  more  than  $18  million 
in  revenues,  but  less  than  1000  employees  will  be  effectively 
eliminated  from  the  market.  These  firms  are  too  "large"  to  compete 
for  small  business,  8(a)  or  SDB  set-asides,  yet  they  have  virtually 
no  possibility  of  successfully  competing  against  the  "truly  large" 
environmental  design  firms.  In  addition,  the  reputations  of 
qualified  small  environmental  service  firms  could  be  damaged,  if 
procuring  agencies  are  required  to  award  contracts  to  smaller  firms 
under  the  $18  million  size  standard,  they  could  be  awarding  to 
firms  that  lack  the  infrastructure  necessary  to  satisfactorily 
perform.  If  this  occurs,  it  will  be  unlikely  that  qualified  small 
firms  with  the  necessary  infrastructure  will  be  given  the 
opportunity  to  perform. 

In  sum,  finalizing  the  interim  final  rule  establishing  an  $18 
million  size  standard  for  environmental  services,  and  increasing 
the  employee  size  standard  to  1000  employees,  is  necessary  in  order 
to  expand  the  market  share  in  this  emerging  industry  for  small  and 
minority  owned  businesses. 
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GAITHERSBURG,  MD  20878 

(301)417-9270 

FAX(301)590-9185 

May  25,  1993 

Congressman  John  J.  LaFalce 
2367  Raybuni  House  OfBce  Building 
Wasliington,  D,C.  20515-3232 

Ref:  Small  Business  Size  Standards 

Dear  Congressman  LaFalce, 

I  have  written  to  you  and  your  committee  several  times  in  the  past, 
concerning  issues  important  to  small  disadvantaged  business.  The  purpose  of 
tliis  letter  is  to  express  my  concerns  about  the  present  small  business  size 
standards. 

My  firm  is  a  regular  dealer  catagorized  in  standard  industrial  codes  5049  and 
5047  (professional  equipjnent  and  supplies;  medical  dental  hopital  supplies 
and  equipment,  respectively)  The  present  small  busiiiess  size  standard  for  a 
company  such  as  mine  is  500  employees.  Therefore,  1  am  often  forced  to 
compete  with  several  lirms  witli  495  and  499  employees. 

In  my  opinion  a  business  v^ath  495  or  499  employees  is  no  longer  a  small 
business.  Therefore,  I  feel  tliat  the  small  business  size  standard  should  be 
reduced  from  500  employees  to  100  employees ,  witli  sales  not  to  exceed  $15 
million  dollars.  Tlus  policy  will  ensure  thai  truly  small  firms  are  not  forced  to 
compete  witli  large  and  mid-size  firms  that  have  financial  xesouces  tliat  are  far 
beyond  those  of  small  firms.  Furhtermort;,  tliis  policy  will  help  firms  such  as 
mine  to  attract  dealership  opportunites  witli  major  manufacturers  tliat 
otherwise  would  only  sell  to  larger  finns.  This  policy  would  ftirther 
encourage  large  business  to  seek  out  small  and  disadvajilaged  business  as 
partners  to  compete  for  the  Federal  Govemmenis  small  purchases. 
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1  further  feel  that  small  disadvantaged  firms  must  be  given  a  preference  for 
small  purchases,  when  there  are  such  finns  available.  At  present  there  is  no 
preference  for  disadvantaged  firms  for  small  purchases,  under  Public  Law  95- 
507,  I  am  also  requesting  tliat  small  purchases  from  $1  to  $2500  be  set  aside 
for  disadvantages  business,  Tliis  pohcy  would  dramatically  aid  in  the  growtli 
and  expansion  of  disadvantaged  business  in  the  country.  Furhtermore;  I 
believe  tlie  impact  on  the  Federal  Government  procurement  system  would  be 
minimal  since  many  of  tliese  types  of  procurements  are  made  througli  blanket 
purchase  agreements  or  open  market  solicitations,  These  types  of  purchases 
are  well  suited  for  local  small  business  firms  that  can  actively  market  tlieir 
goods  and  services. 

I  am  asking  tliat  you  give  tliese  suggestions  strong  consideration,  I  would  like 
to  have  my  letter  read  into  the  Congressional  record.  Your  assistance  is 
greatly  appreciated. 


Geoi^  L.  Fountai 
Vice  President 
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STATEMENT  BY  GUILLERMO  DURAZO,  JR. 

FOR  THE  SUBCOMMITTEE  ON 

MINORITY  ENTERPRISE,  FINANCE  AND  URBAN  DEVELOPMENT 

Thank  you,  Chairman  Mfume  and  members  of  the  subcommittee,  It  Is  an  honor  to 
be  able  to  present  this  testimony  before  you  today.  I  am  a  small  businessman  certified 
by  the  U.S.  Small  Business  Administration  as  8(a)  in  the  San  Diego  District  Office.  For 
the  last  six-  and  one-half  years,  our  firm  "Dugazo,  Inc."  and  Its  personnel  entered  the 
program  with  high  expectations  and  hopes. 

It  hais  turned  out  that  today  we  are  more  pessimistic  about  the  new  SBA  size  standard 
regulations  and  SBA.  This  view  has  its  silver  lining;  however,  if  the  committee  will  take 
the  various  testimony  and  formulate  legislative  guidance  and  policy  to  assist  the  SBA  with 
its  mission  to  make  8(a)s  and  small  business  more  competitive.  Please  consider  these 
two  points. 

1 .  Size  Standard  Competency  within  District:  Prior  to  consolidation,  SBA  should  study 
the  awards  of  proposed  consolidated  SIC  codes  to  ascertain  If  there  has  been 
adequate  competition  and  award  of  existing  district  8(a)s  or  Disadvantaged 
Businesses.  In  our  case,  SBA  will  bring  8(a)s  from  other  regions  or  districts  to  award 
contracts  rather  than  build  the  competency  of  the  8(a)s  In  the  district  or  enterprize 
zone.  The  study  should  evaluate  the  following: 

a.  SBA's  technical  and  financial  ability  to  build  competency  In  8(a)s  or  DBEs  based  on 
SIC  codes. 

b.  SBA's  awards  based  on  SIC  codes  within  district  offices.  In  addition,  SBA's 
marketing  within  the  district  of  SIC  codes  and  a  comparison  of  awards  based  on  SIC 
codes  (district  portfolio  US  regional,  national  portfolios). 

c.  The  training  and  experience  of  SBA  staff  to  assist  with  SIC  code  procurement, 
financial  assistance  and  technical  development. 

2.  Other  Concerns:  In  the  development  of  an  8(a)  firms  technical  abilities  to  compete, 
SBA  should  assist  the  firm  If  it  has  marketed  and  brought  a  program  (procurement)  to 
the  table.  In  our  case,  the  Navy  never  questioned  our  technical  or  financial  capacity 
to  produce  under  our  SIC  codes.  It  has  been  the  SBA.  In  some  cases,  the  award  has 
gone  elsewhere  because  w  have  been  on  the  SBA  treadmill  of  regulations  and 
documentation.  It  seemed  if  bureaucratic  red  tape  was  utilized  to  Impede  our  progress. 

815  Third  Ave.,  Suite  321,  Chula  Vista,  CA  91911 
(619)  691-1212 
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3.  Other  Concerns:  With  the  consolidation  of  SIC  codes,  It  will  give  program  offices  less 
contracts  to  award  and  therefore,  kill  the  intent  of  the  program  to  develop  small 
businesses  nationwide. 

4.  Other  Concerns:  With  the  size  standard  Increases,  8(a)  firms  should  be  awarded  more 
time  to  develop  in  the  program.  In  our  case,  we  have  had  financial  problems  created 
by  our  trying  to  compete  within  SBA  mies  of  our  district.  This  has  been  because  we 
could  not  get  SBA  assistance  to  obtain  higher  financial  lines  of  credit.  SBA  required 
us  to  obtain  our  own  line  of  credit  rather  than  assist  us  with  a  7(a)  loan  or  direct  loan. 
We  believe  that  if  SBA  would  have  assisted  us  and  other  guard  services  within  the 
district  there  would  be  8(a)s  with  SIC  code  7381  ready  to  compete  in  our  district  rather 
than  Importing  them  from  other  districts. 

I  will  be  willing  to  provide  further  testimony  and  documentation  if  requested  by  the 
committee  as  I  believe  these  activities  by  SBA  have  caused  me  economic  harm. 

We  appreciate  the  opportunity  given  to  Dugazo,  Inc.  to  testify  and  you  can  be  assured 
of  our  full  support. 


Sincerely 


./■■'Guillermd  Duraio, 
President 


150 


INTEGRITY  PRIVATE  SECURITY  SERVICES,  Inc. 


'  PRIVATE     ■ 
A     0     & 
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'•^E^::^  ^J         P.O.  Box  274  /  211  South  Sixifi  Slreat  /  Clarksville,  TN  37041-0274  /  (615)  647-5384  /  (615)  552-0863 


May    25,     1993 

The  Honorable  Congressman  Kwelsl  Mfume,  Chairman 
House  Minority  Enterprise,  Finance 
and  Urban  Lievelopment  Subconunitte 
668A  Ford  House  Office  Building 
Washington,  DC  20515 

Dear  Mr.  Chairman  and  Subcommittee: 

Per  our  conversation,  with  Ms.  Debbie  Smith,  we  understand  that 
your  committee  is  presently  conducting  a  hearing  with  the  new 
Director  of  the  Small  Business  Admlnlstrat ion ( SBA)  and  others 
concerning  the  proposed  size  standard  increases.   We  wish  for 
this  letter  to  be  added  to  the  testimony  received  by  the 
committee  in  support  of  the  proposed  increases. 

We  were  extremely  excited  about  the  SBA's  proposed  rule  change 
to  amend  13  C.F.R.  Part  121  as  published  in  the  Federal 
Register  on  Thursday,  December  31,  1992.  The  purpose  of  the 
rule  change  was  to  Increase  the  size  standards  for  the  Standard 
Industrial  classification  (SIC)  to  reflect  the  adjustment 
necessary  due  to  inflation.  We  were  very  disappointed  when  the 
proposed  change  was  withdrawn  on  February  19,  1993  for  review 
by  the  new  administration. 


Integrity  Private  Security  Services ( IPSS )  is  a  Tennessee  based 
corporation  with  the  main  office  located  in  Clarksville,  TN . 
We  have  been  certified  by  the  SBA,  as  a  small  and  disadvantaged 
business  under  the  8(a)  program,  to  do  business  under  four  SIC 
codes  (7381,  7382,  7389,  and  1731).  Our  primary  SIC 
codes(7381,  7382)  are  among  those  proposed  to  be  increased  from 
$6  million  to  510  million.  During  the  last  fiscal  year  our 
average  receipts  for  the  last  three  years  topped  the  S6  million 
limit. 

We  had  hoped  this  change  would  be  in  place  by  March  1,  1993. 
We  understand  the  desire  of  the  new  administration  to  review 
the  proposed  changes  and  give  it  their  stamp  of  approval. 
However,  the  delay  In  waiting  for  the  confirmation  of  a  new 
director  and  the  resubmitting  of  the  proposal  is  adversely 
affecting  our  company.  Since  the  size  standard  increase  has 
not  been  approved  (1)  we  have  lost  a  3250,000  contract  in  which 
we  are  incumbent  because  our  average  receipts  are  above  the  S6 
million  limit,  we  were  not  allowed  to  rebid  the  contract;  (2) 
we  are  not  given  the  opportunity  to  bid  on  many  contracts  now 
becau.'se  they  are  100%  small  business  set  aside.  As  you  are 
well  aware  the  security  guard  industry's  primary  costs  ate 
direct  labor.  Federal  mandated  increases  in  the  wage  rates  and 
frlnae  benef its (Health  &  Welfare,  Uniform  Allowance,  and 
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Vacations)  have  given  the  false  appearance  of  Increased 
earnings.  Since  fprleral  government  agencies  do  not  allow  us  to 
increase  our  profit  or  general  and  administrative  (GSA)  costs 
when  a  wage  determination  is  calculated  our  profit  and  G4A  per 
contract  havR  remained  constant  while  our  total  earnings  have 
increased  . 

Also,  the  size  standard  increase  to  SIO  million  is  extrpmftly 
helpful,  but  we  are  concerned  that  without  adjustments  in  the 
future  due  to  unavoidable  inflationary  effects  we  will  find 
ourselves  in  the  same  situation.  We  would  like  for  the  SBA  to 
review  the  prnposed  SlO  million  size  standard  and  incred^e  it 
to  318  million.  Also,  we  would  like  to  see  an  annual  or  bi- 
annual adjustment  for  inflation. 

We  have  contacted  Tennessee's  Senators  Jim  Sasser  and  Harlan 
Matthews;  and  Representatives  Don  Sundquist  and  Bob  Clwinent. 
We  have  requested  that  their  respective  offices  assist  the  ;SBA 
in: 

1.  Gaining  approval  of  the  proposed  SIC  size  standard 
increases ; 

2.  Add  an  additional  five  years  of  part  icipiit  ion  in  the 
8(a)  program; 

3.  Allow  8(a)  graduates  to  compete  on  a  one-time  b.isi.s  £or 
existing  contracts  after  their  graduation  from  the  8(a) 
program,  provided  that  twenty  percent  of  the  contract 
work  be  given  tn  an  emerging  8(a)  firm. 

We  know  that  the  SBA  has  already  performed  a  tremendou.s  amount 
of  analysis  on  the  merits  of  the  increases  in  the  size 
standards  prior  to  its  recommendation.   We  are  hopeful  that  the 
increases  will  be  a  high  priority  with  the  incoming  dirisctor  as 
it  is  beneficial  to  small  businesses.   If  there  is  any  other 
information  we  can  supply  or  if  you  have  any  questions,  please 
do  not  hesitate  to  contact  me  a  (615)  647-5384. 
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TESTIMONY  OF 
THE  UNITED  STATES  HISPANIC  CHAMBER  OF  COMMERCE 


FOR  THE 

COMMITTEE  ON  SMALL  BUSINESS 

SUBCOMMITTEE  ON  MINORITY  ENTERPRISE, 

FINANCE,  AND  URBAN  DEVELOPMENT 


THE  UNITED  STATES  HISPANIC  CHAMBER  OF  COMMERCE 

1030  15TH  ST,  SUITE  206 

WASHINGTON,  DC  20005 

202/842-1212   202/842-3221fax 
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Chairman  and  members  of  the  Subcommittee.  I  am  honored  to  have  the 
opportu-nity  to  provide  the  views  of  the  United  States  Hispanic  Chamber  of 
Commerce  (U.S.H.C.C.)  on  the  proposed  changes  in  the  size  standards  of  the 
Small  Business  Administration  (SBA)  small  business  assistance  programs. 
Before  beginning  I  would  like  to  give  some  information  on  the  U.S.H.C.C.  and 
Hispanic  Business  in  the  United  States. 
The  United  States  Hispanic  Chamber  of  Commerce 

The  United  States  Hispanic  Chamber  of  Commerce  was  founded  in  1979 
with  a  mission  of  promoting  the  continued  growth  and  development  of  the 
Hispanic  business  community  and  the  nation.  The  U.S.H.C.C.  is  the  central 
link  of  a  nation-wide  network  of  firms,  working  to  expand  business 
opportunities;  to  encourage  mutually  beneficial  ties  with  the  public  and  private 
sectors;  to  serve  as  an  active  and  visible  advocate  in  the  political  arena;  and  to 
actively  promote  trade  between  the  Hispanic  American  business  and  our  Latin 
American  counterparts. 

As  the  only  nationwide  Hispanic  business  network,  the  U.S.H.C.C.'s 
primary  goal  is  to  actively  promote  the  economic  growth  and  development  of 
Hispanic  business.  This  is  accomplished  by: 

►■  Strengthening  Hispanic  business  associations  at  local  and  state  levels. 

►  Implementing  national  programs  that  assist  in  the  economic  development 

of  minority  firms. 
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Increasing  the  business  relationships  between  the  corporate  sector  and  the 
Hispanic  business  community  through  the  establishment  of  valuable 
partnerships  with  major  corporations. 

Acting  as  the  conduit  between  the  government  agencies  and  the 
Hispanic  business  community  for  the  establishment  of  an  information  exchange 
network  and  catalyst  for  business  partnerships. 

Celebrating  annual  Hispanic  business  achievements  at  the  Annual  National 
Convention. 

Promoting  international  trade  among  Hispanic  business  in  the  United  States 
and  Latin  America. 

Monitoring  legislation,  policies  and  programs  that  affect  the  Hispanic 
business  community  and  advocating  on  behalf  of  Hispanic  business. 

Providing    technical    assistance    to    Hispanic    business    associations    and 

entrepreneurs. 


HISPANIC  BUSINESS 

The  United  States  of  America  is  said  to  be  the  melting  pot  of  the  world. 
Cultural  and  ethnic  environmental  factors  have  long  been  influences  which 
mold  the  needs  and  wants  of  Americans  across  this  country.  Hispanic  culture 
is  deep  rooted  in  faith,  traditions,  family  and  commerce. 

According  to  the  1990  Census,  there  are  22.35  million  Hispanics  in  the 
United  States  (not  including  Puerto  Rico).  This  large  population  makes  the 
U.S.  the  5th  largest  Spanish  speaking  nation  in  the  world  in  population  and  3rd 
largest  in  gross  national  product.  Hispanics  within  the  U.S.  have  a  combined 
spending  power  of  $184  billion  dollars  per  year  (1990  Census).  This  spending 
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power  has  grown  twice  as  fast  as  the  general  population  and  it  is  still  growing. 

Hispanic  business  has  long  been  viewed  as  the  corner  grocer  or  backyard 
repair  garage.  The  Hispanic  business  environment  today  is  as  diverse  as 
America  herself.  Multimillion  dollar  corporations  and  manufacturers,  service 
oriented  organizations,  and  a  whole  gambit  of  businesses  that  can  satisfy  the 
needs  of  any  corporation,  local,  state,  or  federal  agency. 

Hispanic  business  is  a  growing  and  dynamic  element  in  our  nation's 
economy.  From  1982  to  1987,  the  number  of  Hispanic  owned  businesses  grew 
81%,  compared  to  a  14%  increase  for  all  other  U.S.  businesses.  Total  receipts 
for  Hispanic  business  jumped  from  $11.8  billion  to  $24.7  billion  during  this 
period,  an  increase  of  110%.  This  year  the  U.S.H.C.C.  (through  a 
commissioned  study  by  World  Demographics,  Inc.)  estimates  there  are  at  least 
650,000  Hispanic  Business  Enterprises  (HBE's)  firms  in  the  United  States  with 
gross  sales  totalling  some  $40  billion.  Given  the  combination  of  lower  interest 
rates  and  demographics,  it  is  quite  likely  that  by  2000,  the  number  of  HBE's 
will  range  from  850,000  to  1,000,000.  The  revenues  accruing  to  Hispanic 
enterprises  are  expected  to  parallel  the  growth  of  the  national  business  income. 
By  2000,  the  cumulative  gross  receipts  of  Hispanic  enterprises  is  expected  to 
increase  to  $75  billion.  Retail  and  services  will  remain  dominant,  but 
wholesaling,  manufacturing  and  transportation  will  contribute  significantly  to 
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increase  in  revenues. 

Hispanics  have  become  a  strong  part  of  the  business  environment  in 
America.  This  segment  of  the  economy  represents  miUions  of  consumers, 
hundreds  of  thousands  of  businesses,  bilHons  of  dollars  and  a  tremendous  pool 
of  services,  suppliers  and  employees.  Hispanics  and  Hispanic  business  are  a 
integral  part  of  today's  overall  business  strategy. 
The  Potential  Impact  of  the  Size  Standard  on  Hispanic  Business 
As  the  economy  shifts  and  the  cost  of  products  and  services  also  flux;  total 
expenditures,  pricing  and  profits  change.  Levels  of  finance  have  changed 
drastically  in  the  past  fifteen  years.  A  million  dollars  in  1978  is  very  different 
than  a  million  dollars  in  1993;  but  the  standards  by  which  the  SBA  categorizes 
small  business  has  not  changed. 

Growth  is  to  be  nurtured  and  cultivated.  With  the  old  standards  in  place 
and  a  company  could  be  restricted  in  today's  market  from  the  SBA's  programs 
by  receiving  one  substantial  contract.  The  SBA's  standards  for  today  are  not 
in  tune  with  the  potentials  of  the  federal  procurement  possibilities  therefore 
restricting  growth  potential.  The  SBA  should  focus  on  the  expansion  of 
economic  growth,  increasing  market  share  of  Hispanic  business,  decrease 
barriers  to  those  areas  historically  blocked,  producing  self  sustaining  businesses 
in  a  reasonable  amount  of  time,  change  the  negative  impact  on  Hispanics  and 
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Hispanic  business  and  attract  outside  resources  for  partnership  in  investment 
in  Hispanic  business.  With  this  in  mind  the  expansion  of  the  size  standards  in 
encouraged  by  the  U.S.H.C.C.  as  a  starting  point  for  the  SBA  to  evolve  into 
the  organization  it  was  meant  to  be.  This  would  impact  the  Hispanic  business 
environment  by  adding  new  levels  of  involvement  to  the  SBA's  programs  and 
encourage  future  partnerships. 
8(a) 

The  8(a)  program  has  long  been  a  headache  for  the  minority  business 
community.  It  is  not  a  size  issue  but  is  of  the  process!  The  whole  process  of 
8(a)  certification,  information  dissemination  and  awarding  needs  to  be 
addressed.  Many  Hispanic  businesses  have  spent  hundreds  of  hours  and 
thousands  of  dollars  in  the  certification  process  only  to  be  entangled  in  a 
labyrinth  of  bureaucratic  red  tape.  Of  the  entire  portfolio  of  8(a)  firms  there 
is  only  three  tenths  on  one  percent  (3/10  of  1%)  of  all  minority  businesses  in 
the  country  participating  (U.S.  Commission  on  Minority  Business).  The 
U.S.H.C.C.  strongly  encourage  a  thorough  study  the  streamlining  of  the  process 
as  a  whole,  in  order  to  be  user  friendly  and  not  a  hinderance  to  businesses  it 
is  intended  to  assist. 

The  process  should  be  made  standard  for  all  departments  and  the  SBA 
be  eliminated  from  the  contracting  process  for  a  direct  dealing  of  the  parties 
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doing  business  and  not  a  cyclic  finger  pointing  of  who's  fault  the  delay  is.  This 
one  on  one  business  dealing  would  eliminate  cost  and  time  delays  in  the 
contractual  process.  Time  and  money  to  waste  are  not  a  luxuries  of  the  small 
businessperson. 
Other  Issues 

For  many  years  the  mind  set  in  the  SBA  has  been  that  it  was  on  shaky 
ground  with  the  possibility  of  being  closed.  With  this  came  an  attitude  of 
laissez  faire  and  of  status  quo  where  change  was  concerned.  Outside  the  small 
business  environment  was  in  a  dynamic  whirlwind  of  change  and  the  SBA  was 
not  a  part  of  the  process,  in  fact  to  some  it  caused  their  failure. 

Access  to  Capital  is  the  number  one  barrier  for  Hispanic  business  to 
grow.  The  U.S.H.C.C.  stresses  the  SBIC  and  SSBIC  programs  of  the  SBA  be 
enhanced.  The  MicoLoan  Program  needs  to  be  given  the  opportunity  to  be 
implemented  in  the  Hispanic  business  community.  Funding  must  be 
encouraged  for  this  avenue  of  revenue  for  small  business.  Programs  which 
look  good  on  paper  need  to  be  piloted  in  the  community  with  the  assistance 
of  trade  associations  who  are  knowledgeable  of  the  local,  state  and  regional 
business  environments.  Restrictions  and  barriers  to  pools  of  capital  must  be 
reviewed.   Debt  and  equity  issues  must  be  revisited. 

Assistance   in   marketing,   accounting,   employee   training   and   other 
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management  enhancement  programs  and  technical  assistance  need  to  be 
updated.  The  gathering  and  dissemination  of  information  relevant  to  the 
Hispanic  business  community  needs  to  be  organized.  Personnel  sensitive  to  the 
Hispanic  business  community  must  be  in  the  decision  making  positions  to  make 
the  difference  in  the  programs. 
Conclusion 

To  adapt  with  the  changing  environment  is  to  survive.  Growth  and 
strength  promote  competition.  Business  strengthens  America.  Small  business 
generates  the  economy  of  the  United  States.  Hispanic  business  is  the  future. 
The  SBA  must  react  to  the  times.  Small  business  in  America  is  too  strong  of 
a  component  of  the  U.S.  economy  to  propagate  its  failure.  The  SBA  needs  to 
change  and  with  the  new  administration  and  become  the  helping  hand  for 
small  business  to  advance  into  the  twenty  first  century.  The  U.S.H.C.C.  is  here 
to  help  in  anyway  we  can. 

On  behalf  of  the  Board  of  Directors,  members  and  staff  of  the 
U.S.H.C.C.  I  wish  to  thank  the  Subcommittee  for  allowing  our  input. 
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